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Letter To Shareholders

Regional Bankshares, Inc.
To Our Shareholders:

We are pleased to report on the progress of your companies, Regional Bankshares, Inc. and Heritage
Community Bank, During April 2006 we obtained additional Tier | capital on a consolidated basis for
regulatory purposes. We formed a statutory trust and the trust issued junior subordinated debentures for
$3,093,000. Regional invested $3,000,000 as additional capital in Heritage Community Bank. This
additional capital at the bank allows us to grow while remaining well capitalized for regulatory purposes.

As we continue to grow our community bank, we sought out a new market where we thought our style of
community banking would be well received. We were granted regulatory approval to open a full service
branch at 2220 West Dekalb Street in Camden, SC. We assembled an expenienced staff of local bankers led
by Adelia Owens and opened our temporary office st 703 West Dekalb Street on November 16, 2006, We
expect to occupy our permanent office in front of the Wal Mart Supercenter by June 2007.

In May 2006, Terry M. Hancock. CPA from Camden was elected to the board of Heritage Community
Bunk. Mr. Hancock’s knowledge of {inance and accounting is a strong addition to the board. Heritage also
formed the Camden advisory board. Members appointed to serve are Alfred Mac Dirakeford. Larry Godwin,
Michael Hancock, and Mac Willetts. We believe their knowledpe and relationships in Camden combined
with our local staff will allow us 10 provide excellent banking services to this community.

. Investing in our future incurs substantial costs in the short run, but we believe it will pay dividends in the

. future. People, land, and buildings are expensive. In addition to hiring staff in Camden, we added support
staff in credit administration and loan operations 10 support expected increascs in loans. The result of these
expenditures when combined with a flat vield curve produced vintually no increase in net income for 2006.
Net income after tuaxes for 2006 was $486,149 comparcd to $482,048 in 2005, Total assets increased from
$71,105,144 10 $81,363,686. Deposits increased from $58,697,895 to $64,752,251. Loans increased {rom
$58,586.129 10 $64.752.251. Sharcholders’ equity increased from $5,587,582 to $6,249.549.

We strive to improve the service and services delivered to our customers and sharcholders. In an effon to
improve scrvices, we invested in a conversion to real time interet banking services. Our internet banking
includes state of the art free bill pay. We also offer flexible internct cash management services for our
business customers. Growth is rewarding, but presents challenges. Meeting the challenges means recruiting
and retaining a superb staff. We were pleased to add Lynda Weatherford to out loan administration staff
and Darrell Cassidy as Vice President and lending officer. Both are Hartsville natives and bring many vears
of banking cxperience. )

|

|

In this annual repont please notice a list of charilics, organizations, and causes that we supponr through our
time, our donations, and our service on boards. We encourage our cmplovees to give of their time to make
cach communily a better place to live and work. We grow and prosper when our friends. neighbors, and
customers grow and prosper.

Thank you for investing in our company. Please allow us to assist you with all of your financial needs.
Visit us on the web at www . heritageonline biz or come by one of our effices for a visit. We look forward to
secing YOU!

Aol 4/&?-9/

Goz Scgars
Chairman, Regional Bankshares, inc. and
Heritage Community Bank

Cuti L Ty

Curtis A. Tyner, Sr.
i President & CEQ, Regional Bankshares, Inc. and

i REGIONAL BANKSHARES, INC.
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Regional Bankshares, Inc. & Officers
Heritage Community Bank
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Badge Baker, Wayne Helms, Kaye Johnson,
Darrell Cassidy.

|

Sandee DuBois, Adelia Owens, Beverly Raley. Howard Frye, Jim Stock, Kaye Redding
’ (seated)
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Camden Advisory Board

Alfred Mae Drakeford
Retired - Dupont
Camden City Council Member

Larry Godwin
CPA, Partner
Sheehan, Hancock & Godwin, LLP

Michael E. Hancock
Ceneral Manager

M J. MacDonald Willetts
Lugoff - Elgin Water Authority President - Town & Country, Inc.

Camden, South Carolina Branch
Opening Summer 2007.
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REGIONAL BANKSHARES, INC,

Forward Looking Statements

This report contains “forward-looking statements” within the meaning of the securities laws. All statements that are not
historical facts are “forward-looking statements.” Y ou can identify these forward-looking statements through our use of words
such as “may,” “will,” “expect,” © "4 project,” “continue,” or other similar words.

LTS

anticipate,” “believe,” “intend,” “estimate,
Forward-looking statements include, but are not limited to, statements regarding our future business prospects, revenues, working
capital, liquidity, capital needs, interest costs, income, business operations and proposed services.

These forward-looking statements are based on current expectations, estimates and projections about our industry, management’s
beliefs, and assumptions made by management. Such information includes, without limitation, discussions as to estimates,
expectations, beliefs, plans, strategies, and objectives concemning our future financial and operating performance. These
statements are not guarantees of future performance and are subject to risks, uncertainties and assumptions that are difficuli to
predict, particularly in light of the fact that we are a relatively new company with a limited operating history. Therefore, actual
results may differ materially from those expressed or forecasted in such forward-looking statements. Potential risks and
uncertainties include, but are not limited to those described in our Form 10-KSB under *Risk Factors™ and the following:

e Qur growth and our ability to maintain growth;
¢  Governmental monetary and fiscal policies, as well as legislative and regulatory changes;

¢  The effect of interest rate changes on our level and composition of deposits, lean demand and the value of our
loan cellateral and securities; ’

s  General economic conditions, either nationaily or regionally and especially in our primary service area, becoming
less favorable than expected resulting in, among other things, a deterioration in credit quality;

*  Theeffects of competition from other financial institutions operating in our market area and elsewhere, including
institutions operating locally, regionally, nationally and internationally, together with competitors that offer
banking products and services by mail, telephone and computer and/or the Intemnet;

+  Repayment of loans by our borrowers;

s  Therate of delinquencies and amounts of charge-offs or adverse changes in asset quality and resulting credit risk-
related loses and expenses;

¢  Failure of assumptions underlying the establishment of our allowance for loan losses, including the value of
collateral securing loans;

*  Loss of consumer confidence and economic disruptions resulting from terrorist activities; and

*  Other risks and uncertainties detailed from time to time in our filings with the Securities and Exchange
Commission.

We undertake no obligation to publicly update or revise any forward-looking statements, whether as a result of new information,
future events or otherwise. In light of these risks, uncertainties, and assumptions, the forward-locking events discussed in this
report might not occur.

.




REGIONAL BANKSHARES, INC.
Selected Financial Data

The following selected financial data for and at the years ended December 31, is derived from our consolidated financial
statements and other data. The selected financial data should be read in conjunction with our consolidated financial statements,
including the accompanying notes, included elsewhere herein.

2006 2005 2004 2003 2002
(Dollars in thousands, except per share)
Income Statement Data:
Interest income h 5359 $ 4464 3 3,357 % 2,754 0§ 2440
Interest expense 2,158 1,357 727 710 788
Net interest income 3,201 3,107 2,630 2,044 1,652
Provision for loan losses 144 120 125 132 130
Net interest income after provision
for loan losses 3,057 2,987 2,505 1,912 1,522
Noninterest income 758 586 545 504 350
Noninterest expense 3,043 2,808 2,541 2,202 1,672
Income before income taxes 772 765 509 214 200
Income tax expense 286 283 188 79 74
Net income § 486 % 482 3 321 § 135 3§ 126
Balance Sheet Data:
Assets ¥ 81,364 § 71,105 § 70,260 § 57,406 $ 44,226
Earning assets 73,001 65,500 64,860 53,144 40,935
Securities 6,699 6,527 4,002 2,510 2,651
Loans ¥ 64,058 58,586 55,052 48,263 35,233
Allowance for loan losses 745 681 590 483 369
Deposits 64,752 58,698 57,691 50,440 39,379
Sharcholders’ equity 6,250 5,588 5,094 4,728 4,584
Per Share Data™:
Earnings per share b 066 § 069 % 045 % 019 § 0.18
Book value 840 7.69 7.04 6.60 6.44
Tangible book value 8.40 7.69 7.04 6.60 6.44
Selected Ratios:
Return on average assets 0.64% 0.67% 0.52% 0.27% 0.32%
Return on average e(Juity 8.21 9.18 6.28 291 2.81
Net interest margin *! 4.56 4.62 4.59 4.44 4.63
Efficiency © 76.86 76.04 80.04 86.40 83.52
Equity to assets 7.68 7.86 7.25 8.24 10.36
Capital and Liquidity Ratios:
Average equity to average assets 7.64% 7.28% 8.19% 9.17% 11.31%
Leverage (4.00% required minimum) 8.11 7.78 9.71 9.37 10.50
Tier 1 risk-based capital ratio 9.70 8.76 10.16 9.44 12.50
Total risk-based capital ratio 8.67 0.82 11.15 10.40 13.51
Average loans to average deposits 97.70 96.97 94.93 91.56 89.59
(1)  Securities include available-for-sale, stated at fair value, and nonmarketable equity securities,
(2) Loans are stated at gross amounts before allowance for loan losses.
(3)  Per share amounts have been adjusted to reflect the effect of a 5% stock dividend paid in 2006.
(4) Netinterest income divided by average eamning assets.
(5) Noninterest expense divided by the sum of net interest income and noninterest income, net of gains and losses on sales of

assets.




REGIONAL BANKSHARES, INC.

Management’s Discussion and Anatysis of Financial Condition
and Results of Operations

Basis of Presentation

The following discussion reviews our results of operations and assesses our financial condition. The following discussion should
be read in conjunction with our Financial Statements and the Notes thereto and the other financial data included elsewhere in this
Annual Report. The financial information provided below has been rounded in order to simplify its presentation. However, the
ratios and percentages provided below are calculated using the detailed financial information contained in the Consolidated
Financial Statements, the Notes thereto and the other financial data included elsewhere in this Annual Report.

General

On June 15, 1999, Hartsvitle Community Bank (the “Bank™) completed its organization and began operations in temporary
facilities in Hartsville, South Carolina. On January 1, 2001, the Bank became a wholly-owned subsidiary of Regional
Bankshares, Inc. (the Company), when the Company acquired 100% of the outstanding common stock of the Bank. The
Company was formed to serve as a holding company for the Bank, On January 10, 2001, the Bank converted from a national
bank charter to a state bank charter. On June 27, 2005 the Bank changed its name to Heritage Comtnunity Bank.

The principal business activity of the Bank is to provide banking services to domestic markets, principally in Darlington County,
Chesterfield County, and Kershaw County, South Carolina. The deposits of the Bank are insured up to legal limits by the Federal
Deposit Insurance Corporation. In addition to providing traditional banking services, the Bank has a mortgage loan division.
The mortgage loan division originates loans to purchase existing homes or construct new homes and to refinance existing
morigages on behalf of correspondent banks. During 2001, the Bank began to offer investment and brokerage services to its
custemers through Raymond James Financial Services, Inc., a registered broker-dealer firm.

On May 28, 2003 the Bank opened the doors of its new branch office in McBee, South Carolina, an area in which the Bank saw
a need for a community bank that could provide full service banking. The McBee branch offers deposit and loan services to
many consumers and local industries in the area.

In December 2005, the Bank moved its operations center to 125 Westfield Street in Hartsville. The operations center now houses
deposit operations and loan operations.

The bank opened its Camden, South Carolina office on November 15, 2006. The office provides full service banking including
deposit and loan services to the surrounding area.

Overview

Like most community banks, we derive the majority of our income from interest received on our loans and investments, Our
primary source of funds for making these loans and investments is our deposits, on which we pay interest. Consequently, one of
the key measures of our success is our amount of net interest income, or the difference between the income on our interest-
earning assets, such as loans and investments, and the expense on our interest-bearing liabilities, such as deposits and
borrowings. Another key measure is the spread between the yield we earn on these interest-earning assets and the rate we pay on
our interest-bearing liabilities, which is called our net interest spread.

There are risks inherent in all loans, $0 we maintain an allowance for loan losses to absorb probable [osses on existing loans that
may become uncollectible. We maintain this allowance by charging a provision for loan losses against our operating earnings for
each period. We have included a detailed discussion of this process, as well as several tables describing our allowance for loan
losses.

In addition to earning interest on our loans and investments, we earn income through fees and other charges to our customers.
We have also included a discussion of the various components of this noninterest income, as well as of our noninterest expense.

The following discussion and analysis also identifies significant factors that have affected our financial position and operating
results during the pertods included in the accompanying financial statements. We encourage you to read this discussion and
analysis in conjunction with our financial statements and the other statistical information included in this report.




REGIONAL BANKSHARES, INC,

Management’s Discussion and Analysis of Financial Condition
and Results of Operations

Results of Operations

Year ended December 31, 2006, compared with year ended December 31, 2005

Net interest income increased $93,279, or 3.00% in 2006 from $3,107,541 in 2005. The increase in net interest income was due
primarily to an increase in yield on earnings assets, which increased from 6.64% in 2005 to 7.63% in 2006. The primary
compoenents of interest income were interest on loans, including fees, of $4,982,560 and interest on securities available for sale
of $224,832.

Our net interest spread and net interest margin were 4.17% and 4.56%, respectively, in 2006 compared to 4.32% and 4.62%,
respectively, in 2005. The decline in net interest spread was primarily the result of an increase in the cost of deposits in our
markets. Yields on eamning assets increased from 6.64% in 2005 to 7.63% in 2006. Rates on interest-bearing liabilities increased
from 2.32% in 2005 to 3.46% in 2006,

The provision for loan losses was $144,000 in 2006 compared to $120,000 in 2005. We continue to maintain the allowance for
loan losses at a level management believes to be sufficient to cover known and inherent losses in the loan portfolio.

Noninterest income increased $172,467, or 29.45%, te $757,997 in 2006 from $585,530 in 2005. The increase is primarily
attributable to an increase in service charges on deposit accounts, which increased 369,115, or 17.58%, to $462,340 forthe year
ended December 3!, 2006, Residential mortgage origination fees decreased $21,179, or 35.83%, to $37,924 for the year ended
December 31, 2006 due to the decline in the number of mortgage refinances as interest rates began to increase and most of the
demand for refinancing had been satisfied. The bank also purchased bank owned life insurance in 2006. Income on bank owned
life insurance totaled $48,468 for the year ended December 31, 2006.

Noninterest expense increased $235,050, or 8.37%, to $3,042,922 in 2006 from $2,807,872 in 2005. Noninterest expenses
increased in ali categories as a result of our continued growth. Other operating expenses increased $93,362 to $1,089,297 for the
year ended December 31, 2006. Salaries and benefits increased $133,709, or 9.46%. to $1,547,638 in 2006 from $1,413,929 in
2005. This increase is attributable to normal pay increases, the hiring of additional staff to meet needs associated with our
growth, and the additional staff needed for our new Camden office. QOur efficiency ratio was 76.86% in 2006 compared to
76.04% in 2005. The efficiency ratio is defined as noninterest expense divided by the sum of net interest income and noninterest
income, net of gains and losses on sales of assets.

Net income was $486,149 in 2006 compared to a net income of $482,048 in 2005. The net income reflects our continued
growth, as average-earning assets increased from $67,271,000 for the year ended December 31, 2005 to $70,24 5,000 for the year
ended December 31, 2006. Return on average assets during 2006 was 0.64% compared to 0.67% during 2005, and return on
average equity was 8.21% during 2006 compared to 9.18% during 2005.

Net Interest Income

General. The largest component of our net income is net interest income, which is the difference between the income eamed on
assets and interest paid on deposits and borrowings used to support such assets. Net interest income is determined by the yields
eamed on our interest-earmning assets and the rates paid on our interest-bearing liabilities, the relative amounts of interest-earning
assets and interest-bearing liabilities, and the degree of mismatch and the maturity and repricing characteristics of our interest-
earning assets and interest-bearing liabilities. Total interest-earning assets yield less total interest-bearing liabilities rate
represents our net interest rate spread.




REGIONAL BANKSHARES, INC.

Management’s Discussion and Analysis of Financial Condition
and Results of Operations

Net Interest Income -continued

Average Balances, Income and Expenses, and Rates. The following table sets forth, for the years indicated, certain information
related to our average balance sheet and our average yields on assets and average costs of liabilities. Such yields are derived by
dividing income or expense by the average balance of the corresponding assets or liabilities. Average balances have been derived
from the daily balances throughout the periods indicated. The growth in our loan portfolio is the primary driver of the increase in
net interest income. Our loan portfolio increased to $64,058,193 at December 31, 2006, compared to $58,586,129 at December
31, 2005. We anticipate the growth in toans will continue to drive the growth in assets and the growth in net interest income.
Since loans typically provide higher interest yields than other types of interest-earning assets, we invest a substantial percentage
of our earning assets in our loan portfolio. However, no assurance can be given that we will be able to continue to increase loans
at the same growth rate as we have experienced in the past.

Average Balances, Income and Expenses, and Rates

(Dollars in thousands)
Assets:

Eamning Assets:
Loans ‘"
Securities, taxable
Securities, nontaxable
Nonmarketable securities
Federal funds sold

Total eaming assets

(2)
3

Cash and due from banks
Premises and equipment
Other assets

Allowance for loan losses

Total assets

Liabilities:
Interest-bearing liabilities:
Interest-bearing transaction
accounts
Savings deposits
Time deposits
Junior subordinated debentures
Note Payable
Federal Home Loan Bank Advances
Other short-term borrowings

Total interest-bearing
Habilities
Demand deposits

Accrued interest and other liabilities
Shareholders’ equity

Total liabilities and
Shareholders’ equity

Net interest spread
Net interest income
Net interest margin

2006 2005
Average Income/ Yield/ Average Income/  Yield/
Balance Expense Rate Balance _Expense Rate
$ 60,976 § 4983 8.17% $ 56,581 § 4,124 7.29%
5,607 208 37 6,679 223 3.34
454 17 3.74 2 - -
496 21 4.23 481 14 291
2,712 130 479 3,528 103 292
70,245 5,339 7.63 67.271 4,464 6.64
2,382 2,005
3,756 2,819
1,784 557
(726) (632)
§____77.441 §_72.110
3 7,517 46 061% § 6,802 27 0.40%
14,355 258 1.80 17,493 252 1.44
31,875 1,396 4.38 27,092 799 2.95
2,161 156 1.22 - - -
312 23 1.37 1,063 67 6.30
6,142 277 451 6,038 211 349
48 2 4.17 16 1 6.25
62,410 2,158 3.46 58,504 1,357 2,32
8,666 8,025
446 332
5,919 5,249
§ 77441 § 72,110
4.17% 4.32%
§ 3,201 § 3,107
4.56% 4.62%

(1) The effect of fees coltected on loans is not significant to the computations. Nonaccrual loans are not included in average balances

on loans. Allloans and deposits are domestic.
(2) Average investment securities exclude the valuation allowance on securities available-for-sale.
(3) Calculated on a fully tax-equivalent basis at 37% tax rate.

-6-




REGIONAL BANKSHARES, INC.

Management’s Discussion and Analysis of Financial Condition
and Results of Operations

Rate/Volume Analysis

Analysis of Changes in Net Interest Income. Net interest income can also be analyzed in terms of the impact of changing rates
and changing volume. The following table reflects the extent to which changes in interest rates and changes in the volume of
earning assets and interest-bearing liabilities have affected our interest income and interest expense during the periods indicated.
Information on changes in each category attributable to (i) changes due to volume (change in volume multiplied by prior period
rate), (ii) changes due to rates (changes in rates multiplied by prior period volume) and (iii} changes in rate/volume (change in
rate multiplied by the change in volume) is provided as follows: :

2006 Compared to 2005
Variance due to
(Dollars in thousands) Volume Rate Total
Interest income:
Loans h 524 % 335§ 359
Securities, taxable 23 (38) (15)
Securities, nontaxable 8 9 17
Nonmarketable securities 7 - 7
Federal funds sold and other 55 (28) 27
Total interest income 617 278 895
Interest expense:
Interest-bearing deposits 510 112 622
Federal Home Loan Bank Advances 62 4 66
Junior subordinated debenture 78 78 156
Note Payable 9 (53) (44)
Other short-term borrowings - 1 1
Total interest expense 659 142 801
Net interest income h 42) § 136 & 94

' Rate/volume changes have been allocated to each category based on a consistent basis between rate and volume.

Net Interest Income

Interest Sensitivity. We monitor and manage the pricing and maturity of our assets and liabilities in order to diminish the
potential adverse impact that changes in interest rates could have on our net interest income. The principal menitoring technique
employed is the measurement of our interest sensitivity “gap,” which is the positive or negative dollar difference between assets
and liabilities that are subject to interest rate repricing within a given period of time. Interest rate sensitivity can be managed by
repricing assets or liabilities, selling securities available-for-sale, replacing an asset or liability at maturity, or adjusting the
interest rate during the life of an asset or liability. Managing the amount of assets and liabilities repricing in the same time
interval helps to hedge the risk and minimize the impact on net interest income of rising or falling interest rates.




Management’s Discussion and Analysis of Financial Condition

REGIONAL BANKSHARES, INC,

and Results of Operations

Net Interest Income - continued

The following table sets forth our interest rate sensitivity at December 31, 2006.

Interest Sensitivity Anal'ysis

December 31, 2006
{Dollars in thousands)
Assets
Interest-earning assets
Loans
Securities, taxable
Securities, nontaxable
Nonmarketable securities
Federal funds sold

Total earning assets
Liabilities
Interest-bearing liabilities:
Interest-bearing deposits:
Demand deposits
Savings deposits
Time deposits

Total interest-bearing
deposits

Junior subordinated debenture

Federal Home Loan Bank
advances

Total interest-bearing
Habilities
Period gap

Cumulative gap

Ratio of cumulative gap to total

eaming assets

The above table reflects the balances of interest-eaming assets and interest-bearing liabilities at the earlier of their repricing or
maturity dates. Overnight federal funds are reflected at the earliest pricing interval due to the immediately available nature of the
instruments. Debt securities are reflected at each instrument’s ultimate maturity date. Scheduled payment amounts of fixed rate
amaortizing loans are reflected at each scheduled payment date. Scheduled payment amounts of variable rate amortizing loans are
reflected at each scheduled payment date until the loan may be repriced contractually; the unamortized balance is reflected at that
point. Interest-bearing liabilities with no contractual maturity, such as savings deposits and interest-bearing transaction accounts,
are reflected in the earliest repricing period due to contractual arrangements which give us the opportunity to vary the rates paid
on those deposits within a thirty-day or shorter period. However, we are not obligated to vary the rates paid on these deposits
within any given period. Fixed rate time deposits, principally certificates of deposit, are reflected at their contractual maturity

After one After Three Greater
X Through  Through Than One
Within One Three Twelve Within one Year or Non-
Month Months Months Year Sensitive Total

$ 17,929 § 10,275 § 3478 $§ 31,682 § 32,376 $£64,058
499 - 1,481 1,980 3,001 4,981
. . . y 1,211 1,211
- - - - 508 508
2,244 - - 2,244 - 2,244
20,672 10,275 "4,959 35,906 37.096 _ 73.002
7,765 - - 7,765 - 7,765
11,146 - - 11,146 - 11,146
5,360 8,769 20,762 34.891 1.891 _ 36782
24,271 8.769 20,762 53.802 1.891 _ 55.693
- - - . 3,093 3,003
5,280 - 1,250 6,530 - 6,530
29,551 8.769 22,012 60,332 4984 65316
S (8R79) S 1506 § (17.053) § (24.426) § 32112 § 7686

3 _(8879) 8 (7.373) § (24.426) § (24.426) §____7.686

(12.16)%

(10.10)%

(33.46)%

(33.46)%

10.53%

dates. Advances from the Federal Home Loan Bank and the note payable are reflected at their contractual maturity dates.

-8-



REGIONAL BANKSHARES, INC.

Management’s Discussion and Analysis of Financial Condition
and Results of Operations

Net Interest Income - continued

We generally would benefit from increasing market rates of interest when we have an asset-sensitive gap position and generally
would benefit from decreasing market rates of interest when we are liability-sensitive. We are liability-sensitive on a cumulative
basis within one year. However, our gap analysis is not a precise indicator of our interest sensitivity position. The analysis
presents only a static view of the timing of maturities and repricing opportunities, without taking into consideration that changes
in interest rates do not affect all assets and liabilities equally. For example, rates paid on a substantial portion of core deposits
may change contractually within a relatively short time frame, but those rates are viewed by management as significantly less
interest-sensitive than market-based rates such as those paid on noncore deposits. Accordingly, management believes our current
liability-sensitive gap position is acceptable relative to the current rate environment, as we would be expected to benefit most
from stable or slightly declining rates. Net interest income may also be impacted by other significant factors in a given interest
rate environment, including changes in the volume and mix of earning assets and interest-bearing liabilities.

Provision and Allowance for Loan Losses

General. We have developed policies and procedures for evaluating the overall quality of our credit portfolio and the timely
identification of potential problem credits. On a quarterly basis, our Board of Directors reviews and approves the appropriate
level for our allowance for loan losses based upon management’s recommendations, the results of the internal monitoring and
reporting system, and an analysis of economic conditions in our market,

Additions to the allowance for loan losses, which are expensed as the provision for loan losses on our statement of income, are
made periodically to maintain the allowance at an appropriate level based on management’s analysis of inherent losses in the
loan portfolio. Loan losses and recoveries are charged or credited directly to the allowance. The amount of the provision is a
function of the level of loans outstanding, the level of nonperforming loans, historical loan loss experience, the amount of loan
losses actually charged against the reserve during a given period, and current and anticipated economic conditions.

Our allowance for loan losses is based upon judgments and assumptions about risk elements in the portfolio, fulure econemic
conditions, and other factors affecting borrowers. The process of setting the allowance includes identification and analysis of
inherent losses in various portfolio segments utilizing a credit risk grading process and specific reviews and evaluations of
significant problem credits. In addition, management monitors the overall portfolio guality through observable trends in
delinquency, chargeoffs, and general and economic conditions in the service area. The adequacy of the allowance for loan losses
and the effectiveness of our monitoring and analysis system are also reviewed periodically by the banking regulators and our
independent auditors.

Based on present information and an ongoing evaluation, management considers the allowance for loan losses to be adequate 1o
meet presently known and inherent losses in the loan portfolio. Management’s judgment about the adequacy of the allowance is
based upon a number of assumptions about future events which it believes to be reasonable but which may or may not be
accurate. Thus, there can be no assurance that chargeoffs in future periods will not exceed the allowance for loan losses or that
additional increases in the allowance for loan lesses will not be required. We do not allocate the allowance for loan losses to
specific categories of loans but evaluate the adequacy on an overall portfolio basis utilizing a risk grading system. Although real
estate mortgage loans comprise the largest category of total loans, the relative risk associated with these loans is considered lower
than the risk associated with traditional commercial and consumer loans. Commercial and consumer loans are usually secured by
collateral other than real estate and therefore carry a higher degree of risk.

9.




REGIONAL BANKSHARES, INC.

Management’s Discussion and Analysis of Financial Condition
and Results of Operations

Provision and Allowance for Loan Losses - continued

The following table sets forth information with respect to our allowance for loan losses and the composition of chargeoffs and
recoveries for the vears ended December 31, 2006 and 2005.

Allowance for Loan Losses

(Dollars in thousands) 2006 2005
Total loans outstanding at end of year § 64058 S ____SRS86
Average loans outstanding $ 60976 § 56581
Balance of allowance for loan losses at beginning of year $ 681 b 590
Loans charged off:
Real estate - construction - -
Real estate - mortgage 6 -
Commercial and industrial 54 -
Consumer and other 28 54
Total loan losses 88 54

Recoveries of previous loan losses:
Real estate - construction - -
Real estate - mortgage - -
Commercial and industrial - -

Consumer and other 8 25

Total recoveries 8 23

Net charge-offs 80 29

Provision for loan losses 144 120

Balance of allowance for loan losses at end of year 5 745 3 681
Allowance for loan losses to year end loans 1.16% 1.16%
Ratio of charge-offs to average loans 0.14% 0.10%

Nonperforming Assets

Nonperforming Assets. There were loans totaling $257,279 and $7,758 in nonaccrual status at December 31, 2006 and 2005,
respectively. There were loans totaling $2,919 and $520 past due ninety days or more and still accruing interest at December 31,
2006 and 2005, respectively, There were no restructured loans at December 31, 2006 or 2005.

Accrual of interest is discontinued on a loan when management believes, after considering economic and business conditions and
collection efforts, that the borrower’s financial condition is such that the collection of interest is doubtful. A delinquent loan is
generally placed in nonaccrual status when it becomes 90 days or more past due unless the estimated net realizable value of
collateral exceeds the principal balance and accrued interest. When a loan is placed in nonaccrual status, all interest which has
been accrued on the loan but remains unpaid is reversed and deducted from current earnings as a reduction of reported interest
income. No additional interest is accrued on the loan balance until the collection of both principal and interest becomes
reasonably certain. When a problem loan is finally resolved, there may ultimately be an actual write-down or chargeoff of the
principal balance of the loan which would necessitate additional charges to earnings. For all periods presented, the additional
interest income, which would have been recognized into earnings if our nonaccrual loans had been current in accordance with
their original terms and the amount of interest income on such loans that was included in net income, is immaterial.
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REGIONAL BANKSHARES, INC.

Management’s Discussion and Analysis of Financial Condition
and Results of Operations

Nonperforming Assets - continued

Potential Problem Loans. Management has identified and maintains a list of potential problem loans. These loans are not
included in impaired loans (nonaccrual or past due 90 days or more and still accruing). A loan is added to the potential probiem
loan list when management becomes aware of information about possible credit problems of the borrower that causes doubts
about the borrower’s ability to comply with the current ioan repayment terms. Potential problem loans are either designated as
criticized loans (loans that are typically 60-89 days past due) or classified loans (loans that are typically 90 days or more past
due). At December 31, 2006, we had identified $595,684 in criticized loans and no classified loans through our internal review
mechanisms. At December 31, 2005, we had identified $368,357 in criticized loans and $8,989 in classified loans through our
internal review mechanisms. These amounts do not represent management’s estimate of potential losses since a portion of such
loans is secured by various types of collateral. The results of this internal review process are considered in determining
management’s assessment of the adequacy of the allowance for loan losses.

Noninterest Income and Expense

Neninterest Income. Noninterest income for the year ended December 31, 2006 was $757,997, an increase of $172,467 from
$585,530 for the year ended December 31, 2005. The increase is primarily due to an increase in service charges on deposit
accounts which totaled $462,340 in 2006 as compared to $393,225 in 2005. Residentiai mortgage origination fees decreased
$21,179 as compared to the year ended December 31, 2005. This decrease is attributable to rising interest rates and a decline in
consumer refinancing activity. Brokerage fee commissions increased from $42,786 for the year ended December 31, 2005 to
$103,823 in 2006. The increase is attributable to a transition in brokerage personnel in 2005. The bank also purchased bank
owned life insurance in 2006. The income produced from the bank owned life insurance totaled $48,468 for the year ended
December 31, 2006.

The following table sets forth the principal components of noninterest income for the years ended December 31, 2006 and 2005.

(Dollars in thousands) 2006 2005

Service charges on deposit accounts $ 462 % 393
Increase in cash surrender value of life insurance 48 -
Residential mortgage origination fees 38 59
Brokerage commissions i04 43
Other income 106 91
Total noninterest income 3 758 s 586

Noninterest Expense. Noninterest expense increased $235,050, or 8.37% to $3,042,922 for the year ended December 31, 2006
when compared to 2005. Of this total, other operating expenses increased $93,362, or 9.37% to $1,089,297 in 2006 from
$995,935 in 2005. Salaries and employee benefits increased $133,709, or 9.46%, in 2006 from $1,413,929 in 2005. This
increase is attributable to normal pay increases, the hiring of additional staff to meet needs associated with our growth, and
additional staff for cur new Camden office. Occupancy expense, including depreciation charges, increased $1,568, or 0.77% to
$205,617 for the year ended December 31, 2006. Fumiture and equipment expense increased from $193,959 in 2005 to
$200,370 for the year ended December 31, 2006. Both the increase in occupancy expense and furniture and equipment expense
are due to the addition of our Camden office and some improvements made to the main office location.
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Management’s Discussion and Analysis of Financial Condition
and Results of Operations

Noninterest Income and Expense - continued

The following table sets forth the primary components of noninterest expense for the years ended December 31, 2006 and 2005.

(Dollars in thousands) 2006 2005
Salaries and employee benefits $ 1,547 $ 1,414
Net occupancy and equipment expense 406 398
Advertising and public relations 57 54
Office supplies, stationery, and printing 68 68
Data processing and related expense 237 209
Professional fees and services 163 146
Telephone expenses 60 57
Other 505 462
Total noninterest expense p 3,043 3 2,808
Efficiency ratio 76.86% 76.04%

Earning Assets

Loans. Loans are the largest category of eamning assets and typically provide higher yields than the other types of eaming assets.
Associated with the higher loan yields are the inherent credit and liquidity risks which management attempts to control and
counterbalance. Loans averaged $64,058,000 in 2006 compared to $58,586,000 in 2005, an increase of $5,472,000 or 9.34%.
At December 31, 2006, total loans were $64,058,193 compared to $58,586,129 at December 31, 2005,

The following table sets forth the composition of the loan portfolio by category at the dates indicated and highlights our general
emphasts on all types of lending.

Composition of Loan Portfolio

December 31, 2006 2005
(Dollars in thousands) Percent Percent
Amount of Total Amount of Total
Commercial and industrial $ 5,603 8.74% $ 5,642 9.63%
Real estate
Construction 14,431 22.50 8,714 14.87
Mortgage-residential 14,792 23.06 17,307 29.54
Mortgage-nonresidential 22,6%4 35.38 21,222 36.23
Consumer 6,611 10.32 5,708 9.73
Total loans 64,131 100.00% 58,593 100.00%
Allowance for loan losses (745) (681)
Net loans 8 63.38 $ 5791

The largest component of our loan portfolio is real estate mortgage loans. At December 31, 2006, real estate mortgage loans
totaled $37,484,014 and represented 58.45% of the total loan portfolio, compared to $38,529,667, or 65.76%, at December 31,
2005.

In the context of this discussion, a “real estate mortgage loan” is defined as any loan, other than loans for construction purposes,
secured by real estate, regardless of the purpose of the loan. [t is common practice for financial institutions in the our market
area to obtain a security interest in real estate whenever possible, in addition to any other available collateral. This collateral is
taken to reinforce the likelihood of the ultimate repayment of the loan and tends to increase the magnitude of the real estate loan
portfolio component.
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Management’s Discussion and Analysis of Financial Condition
and Results of QOperations

Earning Assets - continued

Residential mortgage loans totaled $14,791,557 at December 31, 2006 and represented 23.06% of the total loan portfolio,
compared to $17,307,240 at December 31, 2005. Residential real estate loans consist of first and second mortgages on single or
multi-family residential dwellings. Nonresidential mortgage loans, which include commercial loans and other loans secured by
multi-family properties and farmland, totaled $22,692,457 at December 31, 2006, compared to $21,221,762 at December 31,
2005. This represents an increase of $1,470,695, or 6.93%, from the December 31, 2005 amount. Construction loans increased
$5,716,713 or 65.60%to $14,430,612 at December 31, 2006 when compared to $8,713,899 for the year ended December 31,
2005. This increase is attributable to increased construction loan demand.

Consumer and other loans increased $904,794, or 15.85%, t0 $6,612,827 at December 31, 2006 from 35,708,033 at December
31, 2005.

Commercial and industrial loans decreased $38,802, or 0.69%, to $5,603,392 at December 31, 2006 from $5,642,194 at
December 31, 2005.

QOur loan portfolio reflects the diversity of our market. Our home office is located in Hartsville in Darlington County, South
Carolina. We have a second branch in McBee, which is in Chesterfield County, South Carolina. In 2006 we also opened a
branch in Camden, which is in Kershaw County, South Carolina. The economy of Hartsville contains elements of medium and
light manufacturing, higher education, regional health care, and distribution facilities. The economy of McBee contains elements
of medium and light manufacturing and farming. The economy of Camden contains elements of medium and light
manufacturing, regional health care, and some retail. Management expects the areas to remain stable with continued growth in

the near future. The diversity of the economy creates opportunities for many types of lending. We do not engage in foreign
lending.

The repayment of loans in the loan portfolio as they mature is also a source of liquidity for us, The following table sets forth our
loans maturing within specified intervals at December 31, 2006.

Loan Maturity Schedule and Sensitivity to Changes in Interest Rates

Over One Year
One Year or Through Over Five
(Dollars in thousands) Less Five Years Years Total
Commercial and industrial $ 2,513 $ 3,012 $ 78 3 5,603
Real estate 8,084 35,802 8,031 51,917
Consumer and other 1,507 4,797 307 6.611

12104 5 __ 43611 § 8416 § 64,131

Loans maturing after one year with:
Fixed interest rates b 25,575
Floating interest rates

26,452
52,027

The information presented in the preceding table is based on the contractual maturities of the individual loans, including loans
which may be subject to renewal at their contractual maturity. Renewal of such loans is subject to review and credit approval as
well as modification of terms upon their maturity. Consequently, management believes this treatment presents fairly the maturity
and repricing structure of the loan portfolio shown in the above table.
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Management’s Discussion and Analysis of Financial Condition
and Results of Operations

Earning Assets — continued

Investment Securities. The investment securities portfolio is also 2 component of our total earning assets. Total securities
available-for-sale averaged $6,061,000 in 2006, compared to $6,681,000 in 2005. At December 31, 2006, total securities
available-for-sale were $6,191,346. Other than nonmarketable equity securities, all securities were designated as available-for-
sale and were recorded at their estimated fair value. Investment securities also include certain nenmarketable equity securities
including Federal Home Loan Bank of Atlanta (the “Federal Home Lean Bank™) stock and Community Financial Services, Inc.
{parent of The Bankers Bank) stock. These securities are recorded at their original cost and totaled $507,892 at December 31,
2006, compared to $447,792 at December 31, 2005.

The following table sets forth the book value of the securities available-for-sale held by us at December 31, 2006 and 2005.

Book Value of Securities

(Dollars in thousands) 2006 2005
Government-sponsored enterprises b 3,000 % 4,502
Mortgage backed 2,027 1,386
Municipals 1,213 b 306
Total securities available-for-sale 3 6,240 by 6,194

The following table sets forth the scheduled maturities and weighted average yields of securities available-for-sale held at
December 31, 2006.

Investment Securities Maturity Distribution and Yields

After One But After Five But

December 31, 2004 Within One Year Within Five Years Within Ten Years _Over Ten Years
(Dollars in thousands) Amount Yield Amount _Yield Amount _Yield Amount _Yield
Govemment-sponsored enterprises  $ 2,000 2.75% $ 1,000 491%% - -% s -

-%
Mortgage-backed - - 946 3.78 1,361 4.86 - -
Obligations of state and

local governments'" - - - - 222 578 992  5.35

Total securities”” § 2,000 $ 1,946 § 1,583 § 99

")The yield on state and local governments is presented on a tax equivalent basis using a federal income tax rate of 34%.
@ Excludes mortgage equity securities.

Other attributes of the securities portfolio, including yields and maturities, are discussed above in “--Net Interest Income--
Interest Sensitivity.”

Short-Term Investments. Short-term investments, which consist primarily of federal funds sold, averaged $2,712,000 in 2006,

compared to $3,528,000 in 2005. At December 31, 2006, short-term investments totaled $2,243,872. These funds are an
important source of our liquidity. Federal funds are generally invested in an earning capacity on an overnight basis.
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Management’s Discussion and Analysis of Financial Condition
and Results of Operations

Deposits and Other Interest-Bearing Liabilities

Average interest-bearing liabilities increased $3,906,000, or 6.68% to $62,410,000 in 2006, from $58,504,000 in 2005. Average
interest-bearing deposits increased $2,360,000, or 4.59%, to $53,747,000 in 2006, from $51,387,000 in 2005. These increases
resulted from increases in several categories of interest-bearing liabilities, a result of the continued growth in deposits and an
increased use of Federal Home Loan Bank Advances.

Deposits. Average total deposits increased $3,001,000, or 5.05%, to $62,413,000 in 2006, from $59,412,000 in 2005. At
December 31, 2006, total deposits were $64,752,251, compared to $58,697,895 a year earlier, an increase of 10.31%. The largest
increase in deposits was in time deposits of less than $100,000 or more which increased $7,582,116, 0r 37.05% t0 $28,047,110
at December 31, 2006 when compared to 2005. This increase reflects a shift in deposit customers investing in longer term,
higher rated deposit products.

The following table sets forth the deposits by category at December 31, 2006 and 2005.

Deposits
December 31, 2006 2005
Percent of Percent of

(Doliars in thousands) Amount Deposits Amount Deposits
Demand deposit accounts $ 9,059 13.99% % 9,552 16.27%
NOW accounts 7,765 11.99 7,520 12.81
Money market accounts 9,123 14.09 13,414 22.85
Savings accounts 2,023 3.12 1,670 2.85
Time deposits less than $100 28,047 43.31] 20,465 34.86
Time deposits of $100 or more 8.735 13.50 6.077 10,35

Total deposits i 64,752 100.00% § 58,698 100.00%

The average amounts and average rates paid on deposits held by the Bank for the years ended December 31, 2006 and 2005 are
summarized below:

December 31, 2006 2005
Average Average Average Average

(Dollars in thousands) Amount Rate Paid Amount Rate Paid
Demand deposit accounts ¥ 8,666 0.00% § 8,025 0.00%
NOW accounts 7,517 0.61 6,802 0.40
Money market accounts 12,401 1.93 15,539 1.55
Savings accounts 1,954 0.94 1,953 0.56
Time deposits less than $100 25,535 445 20,656 3.00
Time deposits of $100 or more 6,340 4.11 6,437 2.81

Total deposits § 62413 273% § ___ 59412 1.82%

Core deposits, which exclude time deposits of $100,000 or more, provide a relatively stable funding source for our loan portfolio
and other earning assets. Our core deposits were $56,017,240 at December 31, 2006, which included approximately $10.1
million in brokered deposits.
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Management’s Discussion and Analysis of Financial Condition
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Capital

The Bank is subject to various regulatory capital requirements administered by the federal banking agencies. Failure to meet
minimum capital requirements can initiate certain mandatory and possibly additional discretionary actions by regulators that, if
undertaken, could have a material effect on the Bank’s financial statements. Under capital adequacy guidelines and the
regulatory framework for prompt corrective action, the Bank must meet specific capital guidelines that involve quantitative
measures of the Bank's assets, liabilities, and certain off-balance-sheet items as calculated under regulatory accounting practices.
The Bank’s capital amounts and classifications are also subject to qualitative judgments by the regulators about components,
risk weightings, and other factors.

Quantitative measures established by regulation to ensure capital adequacy require the Bank to maintain minimum ratios of Tier
1 and total capital as a percentage of assets and off-balance-sheet exposures, adjusted for risk weights ranging from 0% to 100%.
Tier 1 capital of the Bank consists of common shareholders’ equity, excluding the unrealized gain or loss on securities available-
for-sale, minus certain intangible assets. The Bank’s Tier 2 capital consists of the allowance for loan losses subject to certain
limitations. Total capital for purposes of computing the capital ratios consists of the sum of Tier 1 and Tier 2 capital. The
regulatory minimum requirements are 4% for Tier 1 capital and 8% for total risk-based capital.

The Bank is also required to maintain capital at a minimum level based on quarterly average assets, which is known as the
leverage ratio. Only the strongest banks are allowed to maintain capital at the minimum requirement of 3%. All others are
subject to maintaining ratios 1% to 2% above the minimum.

The Bank exceeded the regulatory capital requirements at December 31, 2006 as set forth in the following table.

Analysis of Capital and Capital Ratios

December 31, 2006 The Bank
{Dollars in thousands)
Tier 1 capital 3 9,200
Tier 2 capital 745
Total qualifying capital F 9945
Risk-adjusted total assets (including off-balance-sheet exposures) § 72,182
Risk-based capital ratios:
Tier 1 risk-based capital ratio 12.75%
Total risk-based capital ratio 13.78%
Tier 1 leverage ratio 11.88%
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Management’s Discussion and Analysis of Financial Condition
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Capital - continued

The Federal Reserve also requires bank holding companies to maintain capital at adequate levels based on a percentage of assets
and off-balance sheet exposures, adjusted for risk weights ranging from 0% to 100%, The Federai Reserve guidelines contain an
exemption from the capital requirements for “small bank holding companies.” Prior to March 2006, all bank holding companies
with less than $150 million in total assets, including the Company, qualified for this exemption. On March 30, 2006, the Federal
Reserve adopted a new rute expanding the definition of a “small bank holding company.” The new definition includes bank
holding companies with less than $500 million in total assets. However, bank holding companies will not qualify under the new
definition if they (i} are engaged in significant nonbanking activities either directly or indirectly through a subsidiary, (ii) conduct
significant off-balance sheet activities, including securitizations or managing or administering assets for third parties, or (jii) have
a material amount of debt or equity securities (including trust preferred securities) outstanding that are registered with the SEC.
The Federal Reserve's use of the phrase "material amount of . . . equity securities . . . registered with the SEC" created
uncertainty, as the SEC registration requirements apply 1o classes of securities — in our case our class of common stock—nottoa
portion of the shares in a class. According to the Federal Reserve Board, the revision of the criterion to exclude any bank
holding company that has outstanding a material amount of SEC-registered debt or equity securities reflects the fact that SEC
registrants typically exhibit a degree of complexity of operations and access to multiple funding sources that warrants excluding
them from the new policy statement and subjecting them to the capital guidelines. In the adopting release for the new rule, the
Federal Reserve Board stated that what constitutes a "material” amount of SEC-registered debt or equity for a particular bank
holding company depends on the size, activities and condition of the retevant bank holding company. In lieu of using fixed
measurable parameters of materiality across all institutions, the rule provides the Federal Reserve with supervisory flexibility in
determining, on a case-by-case basis, the significance or materiality of activities or securities outstanding such that a bank
holding company should be excluded from the policy statement and subject to the capital guidelines. Based on informal
discussions with staff members of the Federal Reserve, we believe the new Federal Reserve rule is intended to exclude
companies whose stock is listed on a stock exchange and is actively traded. Since our stock is not listed on an exchange or
actively traded, we believe the Company qualifies as a small bank holding company and is exempt from the capital requirements.
Nevertheless, until the Federal Reserve provides further guidance on the new rules, it will be unclear whether our holding
company will be subject to the exemption from the capital requirements for small bank holding companies. Regardless, our bank
is subject to these minimum capital requirements as set per bank regulatory agencies.
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Liquidity Management and Capital Resources

Liguidity management involves monitoring our sources and uses of funds in order to meet our day-to-day cash flow requirements
while maximizing profits. Liquidity represents the ability of a Company to convert assets into cash or cash equivalents without
significant loss and to raise additional funds by increasing liabilities. Without proper liquidity management, we would not be
able to perform the primary function of a financial intermediary and would, therefore, not be able to meet the needs of the
communities we serve.

Liquidity management is made more complex because different balance sheet compenents are subject to varying degrees of
management control. For example, the timing of maturities of the investment portfolio is very predictable and subject to a high
degree of control at the time investment decisions are made. However, net deposit inflows and outflows are far less predictable
and are not subject to nearly the same degree of control. Nevertheless, management believes that cash and cash equivalents in
combination with deposit inflows and loan repayments are adequate to meet reasonably foreseeable demands for deposit
withdrawals and the funding of new loans. We also have a line of credit available with Federal Home Loan Bank to borrow up
to 10% of the Bank’s total assets as of December 31, 2006, or $8,113,458, $6,530,000 of which has already been advanced. In
addition, we have unused lines to purchase federal funds from unrelated banks totaling $7,500,000 at December 31, 2006.

Off-Balance Sheet Arrangements
Through its operations, the Bank has made contractual commitments to extend credit in the ordinary course of its business
activities. These commitments are legally binding agreements to lend money to the Bank’s customers at predetermined interest
rates for specified periods of time. At December 31, 2006, the Bank had issued commitments to extend credit of $17,014,117
through various types of commercial lending arrangements. Approximately $15,305,200 of these commitments to extend credit
had variable rates.

The following table sets forth the tength of time until expiration for unused commitments to extend credit at December 31, 2006.

After One After Three

Through Through Greater
Within One Three Twelve Within One  Than
{Dollars in thousands) Month Months Months Year One Year _ Total
Unused commitments
to extend credit b 67 3 227 % 4,716 § 5010 $ 12,004 § 17,014

The Bank also had $20,000 and $45,000 in letters of credit outstanding at December 31, 2006 and December 31, 2005,
repsectively. Letters of credit are conditional commitments issued to guarantee a customer’s performance to a third party and
have essentially the same credit risk as other lending facilities.

The total amount of loan commitments does not necessarily represent future cash requirements because many of the
commitments are expected to expire without being fully drawn. The Bank evaluates each customer’s credit worthiness on a case-
by-case basis. The amount of collateral obtained, if deemed necessary by the Bank upon extension of credit, is based on its credit
evaluation of the borrower. Collateral varies but may include accounts receivable, inventory, property, plant and equipment,
commercial and residential real estate. See Note 22 to the Company's financial statements for further information about financial
instruments with off-balance sheet risk.

Impact of Inflation

Unlike most industrial companies, the assets and liabilities of financial institutions such as the Company are primarily monetary
in nature. Therefore, interest rates have a more significant effect on our performance than do the effects of changes in the
general rate of inflation and changes in prices. In addition, interest rates do not necessarily move in the same direction or in the
same magnitude as the prices of goods and services. As discussed previously, management seeks to manage the relationships
between interest sensitive assets and liabilities in order to protect against wide interest rate fluctuations, including those resulting
from inflation.
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Accounting and Financial Reporting Issues

We have adopted various accounting policies which govern the application of accounting principles generally accepted in the
United States in the preparation of our consolidated financial statements. Our significant accounting policies are described in the
notes to the consolidated financial statements at December 31, 2006 included in this Annual Report to Shareholders and as filed
in cur Annual Report on Form 10-KSB. Certain accounting policies involve significant judgments and assumptions which have
a material impact on the carrying value of certain assets and liabilities. We consider these accounting policies to be critical
accounting policies. The judgments and assumptions we use are based on historical experience and other factors, which we
believe to be reasonable under the circumstances. Because of the nature of the judgments and assumptions we make, actual
results could differ from these judgments and estimates which could have a material impact on our carrying values of assets and
liabilities and our results of operations.

We believe the allowance for loan losses is a critical accounting policy that requires the most significant judgments and estimates
used in preparation of our consolidated financial statements. Refer to the portion of this discussion that addresses our allowance
for loan losses for a description of our processes and methodology for determining our allowance for loan losses.
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EliottDavis e ove 00
P.O. BOX. 2227
Accountants and Business Advisors Columbia, SC 29202-2227

Phone 803.256.0002
Fax B03.254.4724

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors
Regional Bankshares, Inc.
Hartsville, South Carolina

We have audited the accompanying consclidated balance sheets of Regional Bankshares, Inc. (the Company) and subsidiary as of
December 31, 2006 and 20085, and the related consolidated statements of income, changes in shareholders’ equity and comprehensive
income, and cash flows for the years then ended. These consolidated financial statements are the responsibility of the Company's
management. Our responsibility is to express an opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audits to obtain reasonable assurance about whether the consolidated financial statements
are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and the significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis
for our opinion.

In our opinion, the consolidated financial statements present fairly, in all material respects, the consolidated financial position of

Regional Bankshares, Inc. and subsidiary as of December 31, 2006 and 2005, and the results of their operations and their cash flows for
the years then ended, in conformity with generally accepted accounting principles in the United States of America.

Eptitt vy HXC

Elliott Davis, LLC
Columbia, South Carolina
March 23, 2007
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REGIONAL BANKSHARES, INC,

Notes to Consolidated Financial Statements

Consolidated Balance Sheets

Assets:
Cash and cash equivalents:
Cash and due from banks
Federal funds sold

Total cash and cash equivalents

Investment securities:
Securities available-for-sale
Nonmarketable equity securities

Total investment securities

Loans receivable
Less allowance for loan losses

Loans receivable, net

Premises, furniture and equipment, net
Accrued interest receivable

Cash surrender value of life insurance
Other assets

Total assets
Liabilities:

Deposits:
Noninterest-bearing transaction accounts
Interest-bearing transaction accounts
Savings
Time deposits $100,000 and over
Other time deposits

Total deposits

Junior subordinated debenture

Federal funds purchased

Notes payable

Advances from Federal Home Loan Bank
Accrued interest payable

Other liabilities

Total liabilities
Commitments and Contingencies (Notes 13 and 20)

Shareholders’ equity:

Preferred stock, $1.00 par value, 1,000,000 shares
authorized, none issued

Common stock, $1.00 par value, 10,000,000 shares
authorized; 743,621 and 692,759 shares issued and
outstanding at December 31, 2006 and 2005, respectively

Capital surplus

Retained earnings (deficit)

Accumulated other comprehensive loss, net of tax

Total shareholders’ equity

Tota) liabilities and sharehoiders’ equity
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December 31,

2006 2005

$ 2,162,024 $ 2,258,817
— 2243872 387955
4,405,896 2.646.772
6,191,346 6,078,990
507.892 447,792
6,699,238 6.526.782
64,058,193 58,586,129
(744,999) (681.238)
63,313,194 57.904.891
4,681,756 3,290,720
485,846 413,002
1,298,468 -
479,288 322,977

§ 81363686 § 71,105,144
$§ 9,058,501 $ 9551816
7,765,473 7,519,826
11,146,156 15,083,906
8,735,011 6,077,353
28.047.110 20,464,994
64,752,251 58.697.895
3,093,000 .

- 50,000

- 1,050,000

6,530,000 5,250,000
360,996 268,415
377.890 201252
75114137 65,517,562
743,621 692,759
5,359,674 5,021,124
176,832 (53,734)
(30,578) (72.567)
6,249,549 5,587,582
§___81363686 8 71,105,144




REGIONAL BANKSHARES, INC,
Notes to Consolidated Financial Statements

Consolidated Statements of Income

Years ended December 31,

2006 2005
Interest income:
Loans, including fees $ 4982560 $ 4,124,076
Investment securities:
Taxable 224,832 222,484
Nonmarketable equity securities 21,195 14,475
Federal funds sold 130,741 103,414
Total 5,359,328 4,464,449
Interest expense:
Time deposits $100,000 and over 260,471 180,957
Qther deposits 1,439,423 897,136
Notes payable - 67,004
Advances from Federal Home Loan Bank 277,243 211,052
Short-term borrowings 2,477 759
Other interest expense 178,894 -
Total 2,158,508 1,356,908
Net interest income 3,200,820 3,107,541
Provision for loan losses 144,000 120,000
Net interest income after provision for loan losses 3,056,820 2,987.541
Noninterest income:
Service charges on deposit accounts 462,340 393,225
Increase in cash surrender value of life insurance 48,468 -
Residential mortgage origination fees 37,924 59,103
Brokerage commissions 103,823 42,786
Other 105,442 90,416
Total 757.997 585,530
Noninterest expenses:
Salaries and employee benefits 1,547,638 1,413,929
Net occupancy 205,617 204,049
Furniture and equipment 200,370 193,959
Other operating 1,089,297 995,935
Total 3,042,922 2,807,872
Income before income taxes 771,895 765,199
Income tax provision 285,746 283,151
Net income § 486,149 S 482,048
Earnings per share™”
Basic earnings per share § 066 § 069
Diluted earnings per share 5 .64 $ (.66

(1) Restated to reflect 5% stock dividend distributed in 2006.
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Consolidated Statements of Changes in Shareholders’ Equity and Comprehensive Income
For the years ended December 31, 2006 and 2005

Accumulated
Retained other
Common stock Capital earnings comprehensive
Shares Amount surplug {deficit} income (loss) Total
Balance,

December 31, 2004 572,070 $ 572070 § 5079471 § (535,782) § (22,159) § 5,093,600
Net income 482,048 482,048
Other comprehensive loss,

net of tax benefit of $29,610 (50,408) {50.408)
‘Comprehensive income 431,640
Exercise of stock options 3,334 3,334 40,008 43,342
Exercise of stock warrants 1,900 1,900 17,100 19,000
Stock dividend of 20% 115,455 115,455 {115.455) -
Balance,

December 31, 2005 692,759 692,759 5,021,124 (53,734) (72,567 5,587,582
Net income 486,149 486,149
Other comprehensive income,

net of tax expense of $24,660 41,989 41,989
Comprehensive income 528,138
Exercise of stock options 2,057 2,057 19,151 21,208
Exercise of stock warrants 13,528 13,528 99,093 112,621
Stock dividend of 5% 35277 35277 220,306 {255,583) -
Balance,

December 31, 2006 —143,621 § 743,621 § 5359.674 § 176832 § (30578} §_6,249.549
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Consolidated Statements of Cash Flows

Cash flows from operating activities:
Net income
Adjustments to reconcile net income to
net cash provided by operating activities:
Provision for loan losses
Depreciation and amortization expense
Discount accretion and premium
amortization on securities
Deferred income tax provision (benefit)
Loss on sale of fixed assets
Increase in accrued interest receivable
Increase in accrued interest payable
Decrease (increase) in other assets
Increase in other liabilities

Net cash provided by operating activities

Cash flows from investing activities:
Purchases of securities available-for-sale
Calls and maturities of securities available-for-sale
Purchases of nonmarketable equity securities
Sales of nonmarketable equity securities
Net increase in loans receivable
Purchases of premises, furniture and equipment
Proceeds from disposal of premises, furniture and equipment
Purchase of bank owned life insurance
Net cash used by investing activities

Cash flows from financing activities:

Net decrease in demand deposits, interest-bearing
transaction accounts and savings accounts

Net increase in certificates of deposit and
other time deposits

Proceeds from advances from Federal Home Loan Bank

Repayments of advances from Federal Home Loan Bank

Proceeds from federal funds purchased

Repayment of federal funds purchased

Proceeds from notes payable

Repayment of notes payable

Proceeds from issuance of junior subordinated debenture

Proceeds from exercise of stock options

Proceeds from exercise of stock warrants

Net cash provided by financing activities
Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year
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Years ended December 31,

2006 2005
$ 486,149 § 482,048
144,000 120,000
230,847 223,125
6,750 5,384
(1,679) 186,615
1,729 -
(72,844) (175,758)
92,581 150,642
(227,762) 26,701
176,638 93,419
929,409 1,112,176
(2,467,393) (5,455,947)
2,414,938 2,847,111
(172,600) (136,639)
112,500 135,000
(5,552,303) (3,562,279)
(1,644,612) (1,059,297}
21,000 .
(1,250,000) -
(8.631.470) (7.232,051)
(4,185,418) (870,998)
10,239,774 1,877,697
8,800,000 3,500,000
(7,520,000} (4,500,000)
- 50,000
(50,000) -
- 50,000
(1,050,000) .
3,093,000 -
21,208 43,342
112,621 19.000
9,461,185 169,041
1,759,124 (5,950,834)
2.646.772 8.597.606
3 4405896 § 2,646,772



REGIONAL BANKSHARES, INC.
Notes to Consolidated Financial Statements
NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Organization - Regional Bankshares, Inc. (the Company) was incorporated to serve as a bank holding company for Hartsville
Community Bank. Hartsville Community Bank was incorporated as a national bank on March 24, 1999 and commenced
business on June 15, 1999. The Company acquired Hartsville Community Bank on January 1, 2001, and Hartsville
Community Bank converted to a South Carolina state chartered bank on January 10, 2001. During 2005, Hartsville
Community Bank changed its name to Heritage Community Bank (the Bank). The principal business activity of the Bank isto
provide banking services to domestic markets, principally in Darlington, Chesterficld, and Kershaw Counties in South
Carolina. The Bank's deposits are insured by the Federal Deposit Insurance Corporation. The consolidated financial statements
include the accounts of the parent company and its wholly-owned subsidiary after elimination of all significant intercompany
balances and transactions.

Management’s Estimates - The preparation of consolidated financial statements in conformity with accounting principtes
generally accepted in the United States of America requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of income and expenses during the reporting period. Actual results could differ from
those estimates.

' Material estimates that are particularly susceptible to significant change relate to the determination of the allowance for losses
on loans, including valuation allowances for impaired loans, and the valuation of real estate acquired in connection with
foreclosures or in satisfaction of loans. In connection with the determination of the allowances for losses on loans and
foreclosed real estate, management obtains independent appraisals for significant properties. Management must also make
estimates in determining the estimated useful lives and methods for depreciating premises and equipment.

While management uses available information to recognize losses on loans and foreclosed real estate, future additions to the
allowances may be necessary based on changes in local economic conditions. In addition, regulatory agencies, as an integral
part of their examination process, periodically review the Company’s allowances for losses on loans and foreclosed real estate.
Such agencies may require the Company to recognize additions to the allowances based on their judgments about information
available to them at the time of their examination. Because of these factors, it is reasonably possible that the allowances for
losses on loans and foreclosed real estate may change materially in the near term.

Concentrations of Credit Risk - Financial instruments, which potentially subject the Company to concentrations of credit
risk, consist principally of loans receivable, investment securities, federal funds sold and amounts due from banks.

The Company makes loans to individuals and sma!l businesses for various personal and commercial purposes primarily within
Darlington and Chesterfield Counties in South Carolina. The Company’s loan portfolio is not concentrated in loans to any
single borrower or a relatively small number of borrowers. Additionally, Management is not aware of any concentrations of
loans to classes of borrowers or industries that would be similarly affected by economic conditions.

In addition to monitoring potential concentrations of loans to particular borrowers or greups of borrowers, industries and
geographic regions, Management monitors exposure to ¢redit risk from concentrations of lending products and practices such
as loans that subject borrowers to substantial payment increases (e.g. principal deferral periods, loans with initial interest-only
periods, etc), and loans with high loan-to-value ratios. Management has determined that there is no concentration of credit risk
associated with its lending policies or practices. Additionally, there are industry practices that could subject the Company to
increased credit risk should economic conditions change over the course of a ioan’s life. For example, the Company makes
variable rate loans and fixed rate principal-amortizing loans with maturities prior to the loan being fully paid (i.e. balloon
payment leans). These loans are underwritten and monitored to manage the associated risks. Therefore, management believes
that these particular practices do not subject the Company to unusual credit risk.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continued

The Company’s investment portfolio consists principally of obligations of the United States, its agencies or its corporations
and general obligation municipal securities. In the opinion of Management, there is no concentration of credit risk in its
investment portfolio. The Company places its deposits and correspondent accounts with and sells its federal funds to high
quality institutions. Management believes credit risk associated with correspondent accounts is not significant.

Securities Available-for-Sale - Securities available-for-sale are carried at amortized cost and adjusted to estimated market
value by recognizing the aggregate unrealized gains or losses in a valuation account. Aggregate market valuation adjustments
are recorded in shareholders’ equity net of deferred income taxes. Reductions in market value considered by management to be
other than temporary are reported as a realized loss and a reduction in the cost basis of the security. The adjusted cost basis of
investments available-for-sale is determined by specific identification and is used in computing the gain or loss upon sale.

Nonmarketable Equity Securities - Nonmarketable equity securities include the cost of the Company’s investment in the
stock of the Federal Home Loan Bank and Community Financial Services, Inc. The stocks have no quoted market value and no
ready market for them exists. Investment in the Federal Home Loan Bank is a condition of berrowing from the Federal Home
Loan Bank, and the stock is pledged to collateralize such borrowings. At December 31, 2006 and 2005, the Bank’s investment
in Federal Home Loan Bank stock was $436,900 and $376,800, respectively. At December 31, 2006 and 2005, investment in
Community Financial Services, Inc. was $70,992. Dividends received on these stocks are included as a separate component of
interest income.

Loans receivable - Loans receivable are stated at their unpaid principal balance. Interest income is computed using the simple
interest methed and is recorded in the period earned.

When serious doubt exists as to the collectibility of a loan or when a loan becomes contractually 90 days past due as to
principal or interest, interest income is generally discontinued unless the estimated net realizable value of collateral exceeds the
principal balance and accrued interest. When interest accruals are discontinued, income earned but not collected is reversed.

The Company identifies impaired loans through its normal internal loan review process. Loans on the Company’s problem
loan watch list are considered potentially impaired loans. These loans are evaluated in determining whether all outstanding
principal and interest are expected to be collected. Loans are not considered impaired if a minimal payment delay occurs and
all amounts due, including accrued interest at the contractual interest rate for the period of delay, are expected to be collected.
As discussed in Note 4, impaired loans closely approximated nonaccrual loans at December 31, 2005 and 2006.

Allowance for Loan Losses - An allowance for loan losses is maintained at a level deemed appropriate by management to
provide adequately for known and inherent losses in the loan portfolio. The allowance is based upon a continuing review of
past loan loss experience, current and future economic conditions which may affect the borrowers’ ability to pay, and the
underlying collateral value of the loans. Loans which are deemed to be uncollectible are charged off and deducted from the
allowance. The provision for loan losses and recoveries of loans previously charged off are added to the allowance.

Residential Mortgage Origination Fees - The Company offers residential loan origination services to its customers in its
immediate market area. The loans are offered on terms and prices offered by the Company's correspondents and are closed in

_the name of the correspondents. The Company receives fees for services it provides in conjunction with the origination
services it provides. The fees are recognized at the time the loans are closed by the Company's correspondent.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continued

Premises, Furniture and Equipment - Premises, furniture and equipment are stated at cost, less accumulated depreciation.
The provision for depreciation is computed by the straight-line method, based on the estimated useful lives for fumiture and
equipment of 5 to 7 years and buildings of 40 years. The cost of assets sold or otherwise disposed of and the related allowance
for depreciation are eliminated from the accounts and the resulting gains or losses are reflected in the income statement when
incurred. Maintenance and repairs are charged to current expense. The costs of major renewals and improvements are
capitalized.

Income Taxes - Income taxes are the sum of amounts currently payable to taxing authorities and the net changes in income
taxes payable or refundable in future years. Income taxes deferred to future years are determined utilizing a liability approach.
This method gives consideration to the future tax consequences associated with differences between financial accounting and
tax bases of certain assets and liabilities which are principally the allowance for loan losses and depreciable premises and
equipment.

Advertising Expense - Advertising and public relations costs are generally expensed as incurred. External costs incurred in
producing media advertising are expensed the first time the advertising takes place. External costs relating to direct mailing
costs are expensed in the period in which the direct mailings are sent. Advertising and public relations costs of $56,396 and
$54,340, were included in the Company's results of operations for 2006 and 2003, respectively.

Retirement Plan - The Company has a SIMPLE retirement plan covering substantially all employees. Under the plan,
participants were permitted to make discretionary contributions in 2006 up to $10,000, unless age 50 and over, as to which the
amount was $12,500. The Company can match employee contributions by contributing up to 3% of each employee’s annual
compensation up to a maximum of $3,000. The Company matched contributions in 2006 and 2005 and charges to earnings
were 325,548 and $25,716, respectively.

Stock-Based Compensation - On January 1, 2006, the Company adopted the fair value recognition provisions of Financial
Accounting Standards Board (“FASB”) Statement of Financial Accounting Standards (*SFAS™) No. 123(R), Accounting for
Stock-Based Compensation, to account for compensation costs under its stock option plans. The Company previously utilized
the intrinsic value method under Accounting Principles Board Opinion No. 25, Accounting for Stock [ssued to Employees (as
amended) (“APB 25”). Under the intrinsic value method prescribed by APB 25, no compensation costs were recognized for
the Company’s stock options because the option exercise price in its plans equals the market price on the date of grant. Priorto
January 1, 2006, the Company only disclosed the pro forma effects on net income and earnings per share as if the fair value
recognition provisions of SFAS 123(R) had been utilized.

On August 18, 2005, the board of directors approved accelerating the vesting of 132,000 unvested warrants. The accelerated
vesting was effective as of August 18, 2005. No additional options were granted in 2006. As a result, no compensation
expense has been recognized in 2006.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continued

The following table illustrates the effect of net income per common share as if the Company had applied fair value recognition
provisions to stock-based employee compensation in 2006 and 2005.

Years ended December 31,

2006 2005

Net income, as reported 3 486,149 $ 482,048
Stock based employee compensation

expense reported in net income, net

of related tax expense - -
Deduct: Total stock-based employee

compensation expense determined

under fair value based method

for all awards, net of related tax effects - 352,437
Pro forma net income § 486,149 § 129611
Earnings per share:

Basic - as reported 3§ 066 & . 0.69

Basic - pro forma § 066 § 019

Diluted - as reported s 064 3 066

Diluted - pro forma b 0.64 § (.18

As previously mentioned, on August 18, 2005, the Board of Directors approved accelerating the vesting of 132,000 unvested
stock warrants. The accelerated vesting was effective as of August 18, 2005. All af the other terms and conditions applicable
to the outstanding warrants remained unchanged.

The decision to accelerate vesting of these warrants wifl avoid recognition of pre-tax compensation expense by the
Company upon the adoption of SFAS 123(R). In the Company’s view, the future compensation expense could outweigh the
incentive and retention value associated with the warrants. The pre-tax compensation expense that will be avoided, based
upon the effective date of January 1, 2006, approximately §119,000 in 2006 and is expected to be approximately $137,000
in 2007. The Company believes that the acceleration of vesting stock options meets the criteria for variable accounting
under FIN No. 44. Based upon past experience, the Company believes the grantees of these stock options will remain as a
director or employee of the Company.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continued

Earnings Per Share - Basic eamings per share represents income available to shareholders divided by the weighted-average
number of common shares outstanding during the period. Diluted earnings per share reflects additional common shares that
would have been cutstanding if dilutive potential common shares had been issued using the treasury stock method. Earnings
per share have been restated to reflect a 5% stock dividend issued on September 15, 2006 to shareholders of record on August
31, 2006.

Comprehensive Income - Accounting principles generally require that recognized income, expenses, gains, and losses be
included in net income. Although certain changes in assets and liabilities, such as unrealized gains and losses on available-for-
sale securities, are reported as a separate component of the equity section of the balance sheet, such items, along with net
income, are components of comprehensive income.

The components of other comprehensive income (loss) and related tax effects are as follows:

Years ended December 31,

2006 2005
Unrealized gains (losses) on available-for-sale securities b 66,649 3 (80,018)
Tax effect (24.660) 29,610
Net-of-tax amount S——A;ligs-_g g&ﬂﬁ)

Statements of Cash Flows - For purposes of reporting cash flows in the consolidated financial statements, the Company
considers certain highly liquid debt instruments purchased with a maturity of three months or less to be cash equivalents. Cash
equivalents include amounts due from banks and federal funds sold. Generally, federal funds are sold for one-day periods.

Interest paid on deposits and other borrowings totaled $2,065,927and $1,206,266 for the years ended December 31, 2006 and
2005, respectively,

Income tax payments totaled $222,268 and $104,485 for the years ended December 31, 2006 and 2005, respectively.

Changes in the valuation account of securities available-for-sale, including the deferred tax effects, are considered noncash
transactions for purposes of the statement of cash flows and are presented in detail in the notes to the financial statements.

Off-Balance Sheet Financial Instruments - In the ordinary course of business, the Company enters into off-balance sheet

consolidated financial instruments consisting of commitments to extend credit and letiers of credit. These financial
instruments are recorded in the financial statements when they become payable by the customer.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continued

Recent Accounting Pronouncements - The following is a summary of recent authoritative pronouncements that may affect
accounting, reporting, and disclosure of financial information by the Company:

In February 2006, the Financial Accounting Standards Board (“FASB”) issued Statement of Financial Accounting {“SFAS”)
No. 155, “Accounting for Certain Hybrid Financial Instruments—an amendment of FASB Statements No. 133 and 140.” This
Staternent amends SFAS No. 133, “Accounting for Derivative Instruments and Hedging Activities,” and SFAS No. 140,
“Accounting for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities.” This Statement resolves
issues addressed in SFAS No. 133 Implementation Issue No. D1, “Application of Statement 133 to Beneficial Interests in
Securitized Financial Assets.” FAS 155 permits fair value re-measurement for any hybrid financial instrument that contains an
embedded derivative that otherwise would require bifurcation, clarifies which interest only-strips and principal-only strips are
not subject to the requirements of Statement 133, establishes a requirement to evaluate interests in securitized financial assets
to identify interests that are freestanding derivatives or that are hybrid financial instruments that contain an embedded
derivative requiring bifurcation, clarifies that concentrations of credit risk in the form of subordination are not embedded
derivatives, and amends Statement 140 to eliminate the prohibition on a qualifying special purpose entity from holding a
derivative financial instrument that pertains to a beneficial interest other than another derivative financial instrument. SFAS
No. 155 is effective for all financial instruments acquired or issued after the beginning of an entity’s first fiscal year that begins
after September 15, 2006. The Company does not believe that the adoption of SFAS No. 155 will have a material impact on its
financia!l position, results of operations or cash flows.

In March 2006, the FASB issued SFAS No. 156, “Accounting for Servicing of Financial Assets—an amendment of FASB
Statement No. 140." This Statement amends FASB No. 140, “Accounting for Transfers and Servicing of Financial Assets and
Extinguishments of Liabilities,” with respect to the accounting for separately recognized servicing assets and servicing
liabilities. SFAS No. 156 requires an entity to recognize a servicing asset or servicing liability each time it undertakes an
obligation to service a financial asset by entering into a servicing contract; requires all separately recognized servicing assets
and servicing liabilities to be initially measured at fair value, if practicable; permits an entity to choose its subsequent
measurement methods for each class of separately recognized servicing assets and servicing liabilities; at its initial adoption,
permits a one-time reclassification of available-for-sale securities to trading securities by entities with recognized servicing
rights, without calling into question the treatment of other available-for-sale securities under Statement 115, provided that the
available-for-sale securities are identified in some manner as offsetting the entity’s exposure to changes in fair value of
servicing assets or servicing liabilities that a servicer elects to subsequently measure at fair value; and requires separate
presentation of servicing assets and servicing liabilities subsequently measured at fair value in the statement of financial
position and additional disclosures for all separately recognized servicing assets and servicing liabilities. An entity should
adopt SFAS No. 156 as of the beginning of its first fiscal year that begins after September 15, 2006. The Company does not
believe the adoption of SFAS No. 156 will have a material impact on its financial position, results of operations or cash flows.

In July 2006, the FASB issued FASB Interpretation No. 48 (“FIN 48”), “Accounting for Uncertainty in Income Taxes”. FIN 48
clarifies the accounting for uncertainty in income taxes recognized in enterprises’ financial statements in accordance with
FASB Statement No. 109, “Accounting for Income Taxes”. FIN 48 prescribes a recognition threshold and measurement
attributable for the financial statement recognition and measurement of a tax position taken or expected to be taken in a tax
return. FIN 48 also provides guidance on derecognition, classification, interest and penalties, accounting in interim periods,
disclosures and transitions. FIN 48 is effective for fiscal years beginning after December 15, 2006. The Company is currently
analyzing the effects of FIN 48 on its financial position, results of operations and cash flows,

In September 2006, the FASB issued SFAS No. 157, "Fair Value Measurements.” SFAS 157 defines fair value, establishes a
framework for measuring fair value in generally accepted accounting principles, and expands disclosures about fair value
measurements. This standard does not require any new fair value measurements, but rather eliminates inconsistencies found in
various prior pronouncements. SFAS 157 is effective for the Company on January 1, 2008 and is not expected to have a
significant impact on the Company’s financial position, results of operations or cash flows.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continued

Recent Accounting Pronouncements (continued) In September 2006, the FASB issued SFAS No. 158, “Employers’
Accounting for Defined Benefit Pension and Other Postretirement Plans” (“SFAS 158”), which amends SFAS 87 and SFAS
106 to require recognition of the overfunded or underfunded status of pension and other postretirement benefit plans on the
balance sheet. Under SFAS 158, gains and losses, prior service costs and credits, and any remaining transition amounts under
SFAS 87 and SFAS 106 that have not yet been recognized through net periodic benefit cost will be recognized in accumulated
other comprehensive income, net of tax effects, until they are amortized as a component of net periodic cost. The measurement
date — the date at which the benefit obligation and plan assets are measured — is required to be the company’s fiscal year end.
SFAS 158 is effective for publicly-held companies for fiscal years ending after December 15, 2006, except for the
measurement date provisions, which are effective for fiscal years ending after December 15, 2008. The Company does not have
a defined benefit pension plan. Therefore, SFAS 158 will notimpact the Company’s financial position, results of operations or
cash flows,

In February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and Financial Liabilities —
Including an amendment of FASB Statement No. 115.” This statement permits, but does not require, entities to measure many
financial instruments at fair value. The objective is to provide entities with an opportunity to mitigate volatility in reported
earnings caused by measuring related assets and liabilities differently without having to apply complex hedge accounting
provisions. Entities electing this option will apply it when the entity first recognizes an eligible instrument and will report
unrealized gains and losses on such instruments in current earnings. This statement 1) applies to all entities, 2) specifies
certain election dates, 3) can be applied on an instrument-by-instrument basis with some exceptions, 4) is irrevocable and 5)
applies only to entire instruments, One exception is demand deposit liabilities which are explicitly excluded as qualifying for
fair value. With respect to SFAS 1135, available-for-sale and held-to-maturity securities at the effective date are eligible for the
fair value option at that date, If the fair value option is elected for those securities at the effective date, cumulative unrealized
gains and losses at that date shall be included in the cumulative-effect adjustment and thereafter, such securities wilt be
accounted for as trading securities. SFAS 159 is effective for the Company on January 1, 2008. Eariier adoption is permitted in
2007 if the Company also elects to apply the provisions of SFAS 157, “Fair Value Measurement.” The Company is currently
analyzing the fair value option provided under SFAS 159.

In September, 2006, The FASB ratified the consensuses reached by the FASB’s Emerging Issues Task Force (“EITF }relating
to EITF 06-4 “Accounting for the Deferred Compensation and Postretirement Benefit Aspects of Endorsement Split-Dollar
Life Insurance Arrangements”. EITF 06-4 addresses employer accounting for endorsement split-dollar life insurance
arrangements that provide a benefit to an employee that extends to postretirement periods sheuld recognize a liability for future
benefits in accordance with SFAS No. 106, “Employers’ Accounting for Postretirement Benefits Other Than Pensions™, or
Accounting Principles Board (“APB™) Opinion No. 12, “Omnibus Opinion—1967". EITF 06-4 is effective for fiscal years

beginning after December 15, 2006. Entities should recognize the effects of applying this Issue through either {a) a change in

accounting principle through a cumulative-effect adjustment to retained earnings or to other components of equity or net assets
in the statement of financial position as of the beginning of the year of adoption or (b) a change in accounting principle through

retrospective application to all prior periods. The Company does not believe the adoption of EITF 06-4 will have a material

impact on its financial position, results of operations or cash flows.

In September 2006, the FASB ratified the consensus reached related to EITF 06-5, “Accounting for Purchases of Life
Insurance—Determining the Amount That Could Be Realized in Accordance with FASB Technical Bulletin No. 85-4,
Accounting for Purchases of Life Insurance.” EITF 06-5 states that a policyholder should consider any additional amounts
included in the contractual terms of the insurance policy other than the cash surrender value in determining the amount that
could be realized under the insurance-contract. EITF 06-5 also states that a policyholder should determine the amount that
could be realized under the life insurance contract assuming the surrender of an individual-life by individual-life policy {or
certificate by certificate in a group policy). EITF 06-5 is effective for fiscal years beginning after December 15, 2007. The

Company does not believe the adoption of EITF 06-5 will have a material impact on its financial position, results of operations
or cash flows.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continued

Recent Accounting Pronouncements (continued) In September 2006, the SEC issued Staff Accounting Bulleting No. 108
(“SAB 108”). SAB 108 provides interpretive guidance on how the effects of the carryover or reversal of prior year
misstatements should be considered in quantifying a potential current year misstatement. Prior to SAB 108, Companies might
evaluate the materiality of financial statement misstatements using either the income statement or balance sheet approach, with
the income statement approach focusing on new misstatements added in the current year, and the balance sheet approach
focusing on the cumulative amount of misstatement present in a company’s balance sheet. Misstatements that would be
material under one approach could be viewed as immaterial under another approach, and not be corrected. SAB 108 now
requires that companies view financial statement misstatements as material if they are material according to either the income
statement or balance sheet approach. The Company has analyzed SAB 108 and determined that upon adoption it will have no
impact on the reported results of operations or financial conditions.

Other accounting standards that have been issued or proposed by the FASB or other standards-setting bodies are not expected
to have a material impact on the Company’s financial position, results of operations and cash flows.

Risks and Uncertainties - In the normal course of its business, the Company encounters two significant types of risks:
economic and regulatory. There are three main components of economic risk: interest rate risk, credit risk and market risk.
The Company is subject to interest rate risk to the degree that its interest-bearing liabilities mature or reprice at different
speeds, or on different bases, than its interest-earning assets. Credit risk is the risk of default on the Company's loan and
investment securities portfolios that results from borrowers’ inability or unwillingness to make contractually required
payments, Market risk reflects changes in the value of collateral underlying loans receivable and the valuation of real estate
held by the Company.

The Company is subject to the regulations of various governmental agencies. These regulations can and do change
significantly from period to period. The Company also undergoes periodic examinations by the regulatory agencies, which
may subject it to further changes with respect to asset valuations, amounts of required loss allowances and operating
restrictions from the regulators' judgments based on information available to them at the time of their examination.

Reclassifications - Certain captions and amounts in the 2005 financial statements were reclassified to conform with the 2006
presentation.

NOTE 2 - CASH AND DUE FROM BANKS

The Company is required to maintain cash balances to cover all cash transactions. At December 31, 2006 and 2005, the
requirement was met by the cash balance in an account with the Bankers Bank and by cash in the vault.

NOTE 3 - INVESTMENT SECURITIES

The amortized cost and estimated fair values of securities available-for-sale are as follows:

Amortized Gross Unrealized Estimated
Cost Gains Losses Fair Value
December 31, 2006
Government-sponsored enterprises $ 3,000,000 $ 6,875 3 28,437 $ 2,978,438
Mortgage-backed securities 2,026,517 - 24111 2,002,406
Municipals 1,213,365 5,552 8415 1.210,502
§..623988 § 12427 §__ 60963 S 6,191,346
December 31, 2005
Govemment-sponsored enterprises $ 4,502,679 $ - b 74,234 $ 4,428,445
Mortgage-backed securities 1,385,739 - 40,957 1,344,782
Municipals . 305,760 3 - 305.763

§ 6194178 & 3 & __ 115191 3 6,078,990
There were no sales of available-for-sale securities in 2006 or 2005.
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NOTE 3 - INVESTMENT SECURITIES - continued
The following is a summary of maturities of securities available-for-sale as of December 31, 2006. The amortized cost and

estimated fair values are based on the contractual maturity dates. Actual maturities may differ from contractual maturities
because borrowers may have the right 1o call or prepay obligations with or without penalty.

Securities
Available-for-sale

‘ Amortized Estimated
| Cost Fair Value
| Due in one year or less $ 2,000,000 $ 1,980,313
Due after one year but within five years 1,750,193 1,734,367
Due after five years but within ten years 1,803,077 1,798,468
Due after ten years 686,612 678,198
Total 5 0239882 §_6,191,346

The following table shows gross unrealized losses and fair value, aggregated by investment category, and length of time that
individual securities have been in a continuous unrealized loss position, at December 31, 2006.
Securities available-for-sale:

Less than Twelve months
twelve months or maore Total
Unrealized Unrealized Unrealized
Fair value losses Fair value losses Fair value losses
Government-sponsored
enterprises b - 3 - $2471,563 § 28437 § 2471,563 § 28,437
Mortgage-backed securities 920,230 898 1,082,176 23,213 2,002,406 24,111
Municipals 678,198 8.415 - - 678,198 8.415

11598428 § 9313 33,553,730 § 51,650 § 5,152,167 § 60,963

Securities classified as available-for-sale are recorded at fair market value. Approximately 84.7% of the unrealized losses, or
eight individual securities, consisted of securities in a continuous loss position for twelve months or more. The Company has
the ability and intent to hold these securities until such time as the value recovers or the securities mature. The Company
believes, based on industry analyst reports and credit ratings, that the deterioration in value is attributable to changes in market
interest rates and is not in the credit quality of the issuer and therefore, these losses are not considered other-than-temporary.

At December 31, 2006 and 2005, securities with an amortized cost of $600,000, and estimated fair values of $604,344 and
$590,641, respectively, were pledged to secure public deposits.
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NOTE 4 - LOANS RECEIVABLE

Major classifications of loans receivable are summarized as follows:

December 31,

2006 2005

Real estate - construction $ 14,430,612 $ 8,713,900
Real estate - mortgage ' 37,484,014 38,529,667
Commercial and industrial 5,603,392 5,641,530
Consumer and other 6.612.827 5,708,360
64,130,845  __58.593.457

Less:
Allowance for loan losses 744,999 681,238
Loans in process 72,652 7,328
Loans, net § 63,313,194 § 57,904,891

Transactions in the allowance for loan losses are summarized below:
Years ended December 31,

2006 2005
Balance, beginning of year $ 681,238 3 589,765
Provision charged to operations 144,000 120,000
Recoveries on loans previously charged-off 7,505 25,684
Loans charged-off (87.744) (54.211)
Balance, end of year § 744999 §.___ 681,238

At December 31, 2006 and 20035, the Bank had loans in nonaccrual status totaling $257,279 and $7,758, respectively, There
were loans totaling $2,919 and $520 past due ninety days or more and still accruing interest at December 31, 2006 and 2005,
respectively. There were no restructured loans at December 31, 2006 or 2005,

Loans on the Company’s problem loan watch list are considered potentially impaired loans. These loans are evaluated in
determining whether all outstanding principal and interest are expected to be collected. Loans are not considered impaired if a
minimal delay oceurs and all amounts due, including accrued interest at the contractual interest rate for the peried of the delay,
are expected to be collected. At December 31, 2006 and 2005, impaired loans closely approximated nonaccrual loans.

At December 31, 2006, the Company had pledged approximately $11,385,032 of loans as collateral for advances from the
Federal Home Loan Bank (see Note 7).
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NOTE S - PREMISES, FURNITURE AND EQUIPMENT

Premises, furniture and equipment consisted of the following:

Land and land improvements
Buildings
Furniture and eguipment

Total
Less, accumulated depreciation

Premises, furniture and equipment, net

December 31,

2006 2005
$ 1,617,899 $ 673,545
2,928,180 2,385,325
1,242,567 1,141,560
5,788,646 4,200,430
1,106,890 909.710

§ 4,681,756 §._J3,290,720

Depreciation and amortization expense totaled $230,847 and $223,125 for the years ended December 31, 2006 and 2005,

respectively.

NOTE 6 - DEPOSITS

At December 31, 2006, the scheduled maturities of certificates of deposit were as follows:

Maturing In

2007
2008
2009
2010
2011 and thereafter

Total

Of the total time deposits outstanding at December 31, 2006, $12,455,835 were brokered deposits.
$11,398,835 and $1,057,000 were scheduled to mature in 2007 and 2008, respectively.

NOTE 7 - ADVANCES FROM THE FEDERAL HOME LOAN BANK

Amount

$ 34,890,461
1,573,284
69,514
48,862
200,600

3 36,782,121

Of this amount,

Advances from the Federal Home Loan Bank consisted of the following at December 31, 2006 and 2005:

Description

Variable rate advances maturing:

January 31, 2006
January 31, 2007
March 26, 2008
September 26, 2008
March 26, 2009
September 28, 2009
Fixed rate advances maturing:
March 14, 2006
September 14, 2006
December 8, 2006
September 14, 2007
December 10, 2007

Total

2006 2005
Interest Rate Balance Balance

4.44% S - $ 2,000,000
5.52% 2,280,000 -
5.49% 750,000 -
5.52% 750,000 -
5.51% 750,000 -
5.51% 750,000 -
2.62% - 750,000
2.91% - 750,000
3.34% - 500,000
3.28% 750,000 750,000
3.59% 500,000 500,000

§_.6530,000 85,250,000
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NOTE 7 - ADVANCES FROM THE FEDERAL HOME LOAN BANK - continued

Scheduled principal reductions of Federal Home Loan Bank advances are as follows!

2007 $ 3,530,000
2008 1,500,000
2009 1,500,000
2010 ’
2011 — -

Total & 6,530,000

As collateral, the Company has pledged first mortgage loans on one to four family residential loans totaling $3,089,128,
multifamily loans totaling $296,991, home equity lines and second mortgages totaling $4,355,742, and commercial real estate
foans totaling $3,643,171 at December 31, 2006 (see Note 4). In addition, the Company's Federal Home Loan Bank stock is
pledged to secure the borrowings. Certain advances are subject to prepayment penalties.

NOTE 8 - NOTES PAYABLE

On September 30, 2004, the Company executed a note with The Bankers Bank to borrow §1,000,000. The principal balance
was payable in ten equal annual payments beginning January 1, 2007. Interest was based on the prime rate and was payable
quarterly, in arrears beginning January 1, 2005. The interest rate on the note payable at December 31, 2005 was 7.25%. The
note was secured by the stock owned by the Company in the Bank. All principal and interest was due September 30, 2016. On
April 20, 2006 the Company used proceeds from its trust preferred issuance to payoff the note.

In March 2005, the Company executed a line of credit with the Bankers Bank to borrow up to $500,000 for general and
corporate purposes. The line bears interest at a rate of prime (7.25% at December 31, 2005). The note was also secured by the
stock owned by the Company in the Bank. The Company paid off the note on March 17, 2006.

NOTE 9 - JUNIOR SUBORDINATED DEBENTURES

On April 20, 2006, Regional Statutory Trust I (the “Trust"), a non-consolidated subsidiary of the Company, issued and sold
floating rate capital securities of the trust (the "Capital Securities"), generating proceeds of $3.0 million. The Trust loaned
these proceeds to the Company to use for general corporate purposes, primarily to provide capital to the Bank. The debentures
qualify as Tier 1 capital under Federal Reserve Board guidelines.

The Capital Securities in the transaction accrue and pay distributions quarterly at a rate per annum equal to the three-month
LIBOR plus 177 basis points, which was 7.13% at December 31, 2006. The distribution rate payable on the Capital Securities
is cumulative and payable quarterly in arrears. The Company has the right, subject to events of default, to defer payments of
interest on the Capital Securities for a period not to exceed 20 consecutive quarterly periods, provided that no extension period
may extend beyond the maturity date of June 15, 2036. The Company has no current intention to exercise its right to defer
payments of interest on the Capital Securities.

The Capital Securities mature or are mandaiorily redeemable upon maturity on June 15, 2036 or upon earlier optional
redemption as provided in the indenture. The Company has the vight to redeem the Capital Securities in whole or in part,
on or after June 15, 2011. The Comparny may also redeem the capital securities prior to such dates upon eccurrence of
specified conditions and the payment of a redemption premium.

-38-



REGIONAL BANKSHARES, INC.

Notes to Consolidated Financial Statements

NOTE 10 - OTHER OPERATING EXPENSES

Other operating expenses are summarized below:

Professional fees

Telephone

Office supplies, stationery, and printing
Data processing and related
Advertising and public relations

ATM related expenses

Other

Total
NOTE 11 - INCOME TAXES

Income tax expense is summarized as follows:

Currently payable:

Federal
State

Total current
Deferred income taxes
Income tax expense

Income tax expense is allocated as follows:
To continuing operations
To shareholders’ equity

Income tax expense

The gross amounts of deferred tax assets and deferred tax liabilities are as follows:

Deferred tax assets:
Allowance for loan losses
Net operating loss carryforward
Nonaccrual of interest
Deferred compensation
Unrealized loss on securities available-for-sale
Other
Total deferred tax assets

Deferred tax liabilities:
Accumulated depreciation
Prepaids

Total deferred tax liabilities

Net deferred tax asset

-30-

Year ended December 31,

2006 2005
$ 162,513 § 145882
60,404 56,835
67,505 67,916
236,903 209,062
56,936 54,340
46,528 46,251
458,508 415,649
& 1089297 & 995935

Year ended December 31,

2006 2005
$ 277615 § 166,910
29,116 25,099
306,731 192,009
3.675 61,532
3 310406 § 253,541
$ 285746 § 283,151
24,660 (29.610)
§ 310406 § 253,541

December 31;

2006 2005
$ 238576 § 220,864
12,198 10,000
4,000 -
19,553 -
18,118 42,624
- 796
202.445 274,284
40,125 53,106
34,817 -
74,942 53,106
217503 §_ 221,178
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NOTE 11 - INCOME TAXES - continued

Deferred tax assets represent the future tax benefit of deductible differences and, if it is more likely than not that a tax asset
will not be realized, a valuation allowance is required to reduce the recorded deferred tax assets to net realizable value. As of
December 31, 2006, management has determined that it is more likely than not that all of the deferred tax asset will be realized,
and accordingly, has not established a valuation allowance,

Reconciliation between the income tax expense and the amount computed by applying the federal statutory rate of 34% to
income before income taxes follows:

Year ended December 31,

2006 2005
Tax expense al statutory rate 5 262,444 b 260,168
State income tax, net of federal income tax benefit 17,624 16,565
Other, net 5.678 6,418
Total 3 285746 5 283,151

NOTE 12 - LEASES

The Company leased its operations center from an entity controlled by a director of the Company at a rate of $1,000 per month.

On December 16, 2005, the operations center moved from the leased facility to a building purchased by the Bank. The lease
was terminated, effective December 31, 2005. Rental expense associated with the property was $12,000 for the year ended
December 31, 2005. There was no rental expense associated with the lease in 2006.

The Company entered into a lease agreement with a third party for the lease of its temporary branch site in Camden, SC. The
site serves as a temporary location during construction of a permanent building. The lease term is for the twelve (12) months
beginning on September 1, 2006 and ending August 31, 2007, The monthly lease rate is $600 per month. Rental expense
associated with the property was $2,400 for the year ended December 31, 2006. There was no rental expense associated with
the lease in 2005. Future minimum lease payments under noncancellable operating leases totaled $4,800 and are all in 2007.

NOTE 13 - RELATED PARTY TRANSACTIONS

Certain parties (principally cenain directors and executive officers of the Company, their immediate families and business
interests) were loan customers of and had other transactions in the normal course of business with the Company. Related party
loans are made on substantially the same terms, including interest rates and collateral, as those prevailing at the time for
comparable transactions with unrelated persons and do not involve more than the normal risk of collectibility. As of December
31, 2006 and 2005, the Company had related party loans totaling $4,156,097 and $4,460,449, respectively. During 2006,
advances on related party loans totaled $402,904 and repayments were $707,255.

In 2005 the Company leased its operations center from an entity controlled by a director of the Company at a rate of $1,000 per
month. On December 16, 2005, the operations center meved from the leased facility to a building purchased by the Bank. The
lease was terminated, effective December 31, 2005. Rental expense associated with the lease was $12,000 for the year ended
December 31, 2005, There was no rental expense associated with the lease in 2006,

NOTE 14 - RETIREMENT PLAN

In 2006, the Company purchased a Bank Owned Life Insurance (BOLI} Policy on its Chief Executive Officer. Eamnings on the
policy will be used to offset expenses associated with retirement benefits for the officer. The officer will receive an annual
payment from the Bank equal to the promised benefits. In connection with this plan, life insurance policies were purchased on
the officer. Premiums totaling $1,250,000 were paid on the policies during the year ended December 31, 2006. The policies
increased in cash value by $48,468 during 2006. Cash values at December 31, 2006 were $1,298,468.
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NOTE 15 - COMMITMENTS AND CONTINGENCIES

In the ordinary course of business, the Company may, from time to time, become a party to legal claims and disputes. At
December 31, 2006, management, after consultation with legal counsel, is not aware of any pending or threatened litigation or
unasserted claims or assessments that could result in losses, if any, that would be material to the financial statements.

NOTE 16 - STOCK COMPENSATION PLAN

On May 10, 2001, the shareholders approved the Regional Bankshares, Inc. “2001 Stock Option Plan” (the Plan). The Plan
provides for grants of “Incentive Stock Options,” within the meaning of section 422 of the Internal Revenue Code and “Non-
qualified Stock Options™ that do not so qualify. The Plan provides for the issuance of up to 63,000 shares of the Company’s
common stock to officers and key employees. Options may be granted for a term of up to ten vears from the effective date of
grant. Options become exercisable ratably over three years after being granted. The Board of Directors will determine the per-
share exercise price, but for incentive stock options the price will not be less than 100% of the fair value of a share of common
stock on the date the option is granted. As of December 31, 2006, the Company had 52,457 shares reserved for issuance upon
exercise of options under the Plan.

A summary of the plan and changes during the year is presented below (all share and per share data has been adjusted for stock
dividends):

2006 2008
Weighted- Weighted-
Average Average
Shares Exercise Price Shares Exercise Price
Outstanding at beginning of year 12,600 L3 10.31 18,900 $§ 1031
Granted . .
Exercised 2,057 10.31 4,200
10.31

Cancelled - 2,100 10.31
Qutstanding at end of year 10,543 10.31 12,600 10.31

At December 31, 2006, 10,543 options were exercisable. The weighted average remaining life and exercise price for both
outstanding options was 5.25 years and $10.31 per option, respectively. The aggregate intrinsic value of options outstanding
and exercisable as of December 31, 200 was $38,825.

NOTE 17 - STOCK WARRANTS

In connection with the Company’s initial public stock sale, each of the twelve organizers received 6,300 stock warrants which
gives them the right to purchase 6,300 shares of the Company’s common stock at a price of $7.93 per share. The warrants
vested equally over a three-year period beginning June 15, 2000 and expire on June 15, 2010 or ninety days after the warrant
holder ceases to serve as a member of the Board of Directors. On November 18, 2004 the eleven organizers who are still
serving on the Board of Directors, were granted additional warrants which give them the right to purchase an additional
138,600 shares of the Company’s common stock at a price of $10.71 per share. The warrants became fully vested on August
18, 2005. The aggregate intrinsic value of warrants outstanding and exercisable as of December 31, 2006 was $652,194,

A summary of the status of the Company’s stock warrants and changes during the year is presented below (all shares have been
adjusted for stock dividends):

December 31,
2006 2005
Outstanding at beginning of year 190,638 193,032
Granted - .
Exercised 14,196 2,394
Cancelled - -
Outstanding at end of year — 176,442 ___ 190,638

At December 31, 2006, 176,442 warrants were exercisable.

41-




REGIONAL BANKSHARES, INC.
Notes to Consolidated Financial Statements

NOTE 18 - EARNINGS PER SHARE

Basic earnings per share is computed by dividing net income by the weighted-average number of common shares outstanding.
Diluted eamings per share is computed by dividing net income by the weighted-average number of common shares outstanding
and dilutive common share equivalents using the treasury stock method. Dilutive common share equivalents include common
shares issuable upon exercise of outstanding stock warrants and stock options.

Basic and diluted earnings per share are computed below:
Year ended December 31,

2006 2005

Basic earnings per share computation:
Net income available to common sharcholders § 486149 §  482,04%
Average common shares outstanding - basic 136,891 699734
Basic net income per share § 066 & 069
Diluted earnings per share computation:
Net income available to common sharcholders § 486,049 § 482,048
Average common shares outstanding - basic 736,891 699,734
Incremental shares from assumed conversions:

Stock options and warrants 27,234 29,513
Average common shares outstanding - diluted 764,123 729,247
Diluted earnings per share § 064 S8 066

NOTE 19 - REGULATORY MATTERS

The Bank is subject to various regulatory capital requirements administered by the federal banking agencies. Failure to meet
minimum capital requirements can initiate certain mandatory, and possibly additional discretionary actions by regulators that, if
undertaken, could have a direct adverse material effect on the Bank''s financial condition. Under capital adequacy guidelines
and the regulatory framework for prompt corrective action, the Bank must meet specific capital guidelines that involve
quantitative measures of the Bank’s assets, liabilities, and certain off-balance-sheet items as calculated under regulatory
accounting practices. The Bank’s capital amounts and classification are also subject to qualitative judgments by the regulators
about components, risk weightings, and other factors.

Quantitative measures established by regulation to ensure capital adequacy require the Bank to maintain minimum ratios of
Tier 1 and total capital as a percentage of assets and off-balance-sheet exposures, adjusted for risk weights ranging from 0% to
100%. The Bank’s Tier | capital consists of common shareholders’ equity, excluding the unreatized gain or loss on securities
available-for-sale, minus certain intangible assets. The Bank’s Tier 2 capital consists of the allowance for loan losses subject
to certain limitations. Total capital for purposes of computing the capital ratios consists of the sum of Tier 1 and Tier 2 capital.
The regulatory minimum requirements are 4% for Tier 1 and 8% for total risk-based capital.

The Bank is also required to maintain capital at a minimum level based on total assets, which is known as the leverage ratio.
Only the strongest banks are allowed to maintain capital at the minimum requirement of 3%. All others are subject to
maintaining ratios 1% to 2% above the minimum,

As of December 31, 2006, the most recent notification from the Bank’s primary regulator categorized it as well-capitalized

under the regulatory framework for prompt corrective action. There are no conditions or events that management believes have
changed the Bank's category.
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NOTE 19 - REGULATORY MATTERS - continued

The following table summarizes the capital amounts and ratios of the Bank and the regulatory minimum requirements.

To Be Well-
Capitalized Under
For Capital Prompt Corrective
Actual Adeguacy Purposes Action Provisions
Amount Ratio Amount Ratio Amount _Ratio
December 31, 2006
Total capital (to risk-weighted assets) $9,945,281 13.78% 3 5,774,564 8.00% $7,218205 10.00%
Tier 1 capital (to nsk-weighted assets) 9,200,283 12.75 2,887,282 4.00 4,330,923 6.00
Tier 1 capital (to average assets) 9,200,283 11.88 3,097,655 4.00 3,872,069 5.00
December 31, 2005
Total capital (to risk-weighted assets) $ 7,288,096 11.39% $ 5,117,006 8.00% $6,396,257 10.00%
Tier 1 capital (to risk-weighted assets) 6,606,858 10.33 2,558,503 4.00 3,837,754 6.0¢
Tier 1 capital (to average assets) 6,606,858 9.16 2,884,407 4.00 3,605,508 5.00

The Federal Reserve has similar requirements for bank holding companies. The Company was not subject to these
requirements in 2006 because the Federal Reserve applied its guidelines on a bank-only basis for bank holding companies with
less than $500,000,000 in consolidated assets.

NOTE 20 - UNUSED LINES OF CREDIT

As of December 31, 2006, the Company had unused lines of credit to purchase federal funds from unrelated banks totaling
$7,500,000. These lines of credit are available on a one to fourteen day basis for general corporate purposes. As of December
31, 2006, the Company had not borrowed on these lines. The Company also has a line of credit to borrow funds from the
Federal Home Loan Bank, under various maturity terms and interest rates, up to 10% of the Bank's total assets, which totaled
$8,113,458 as of December 31, 2006. As of December 31, 2006, the Bank has borrowed $6,530,000 on this line.

NOTE 21 - SHAREHOLDERS'’ EQUITY

Stock Dividends - In September 2006, the Company announced a stock dividend on its common stock. On September 15,
2006, sharcholders of record as of August 31, 2006 received one additional share of stock for every twenty shares of stock
owned prior to the 5% stock dividend. As aresult of the stock dividend, 35,277 shares were issued. All fractional shares were
paid in cash.

In August 2005, the Company announced a stock dividend on its common stock. On September 1, 2005, shareholders of
record as of August 31, 2005 received one additional share of stock for every five shares of stock owned prior to the 20% stock
dividend. As a result of the stock dividend, 115,455 shares were issued. All fractional shares were paid in cash.

All share and per share data has been adjusted to reflect these dividends.

Restrictions on Dividends - South Carolina banking regulations require that cash dividends paid to shareholders receive the
prior written approval of the Commissioner of Banking. However, the Bank is authorized to pay cash dividends up to 100% of
net income in any calendar year without obtaining the prior approval of the Commissioner of Banking provided that the Bank
received a composite rating of one or two at the last Federal or State regulatory examination. Under Federal Reserve Board
regulations, the amounts of loans or advances from the Bank to the parent company are also restricted.
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NOTE 22 - FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK

The Company is a party to financial instruments with off-balance-sheet risk in the normal course of business to meet the
financing needs of its customers. These financial instruments consist of commitments to extend credit and standby letters of
credit. Commitments to extend credit are agreements to lend to a customer as long as there is no violation of any condition
established in the contract. Commitments generally have fixed expiration dates or other termination clauses and may require
payment of a fee. A commitment involves, to varying degrees, elements of credit and interest rate risk in excess of the amount
recognized in the balance sheet. The Company’s exposure to credit loss in the event of nonperformance by the other party to
the instrument is represented by the contractual notional amount of the instrument. Since certain commitments are expected to
expire without being drawn upon, the total commitment amounts do not necessarily represent future cash requirements. The
Company uses the same credit policies in making commitments to extend credit as it does for on-balance-sheet instruments.
Letters of credit are conditional commitments issued to guarantee a customer’s performance to a third party and have
essentially the same credit risk as other lending facilities.

Collateral held for commitments to extend credit and letters of credit varies but may include accounts receivable, inventory,
property, plant, equipment and income-producing commercial properties.

The following table summarizes the Company's off-balance-sheet financial instruments whose contract amounts represent
credit risk:

December 31,

2006 2005
Commitments to extend credit g 17,014,117 $ 15,846,973
Standby letters of credit 20,000 45,000

NOTE 23 - FAIR VALUE OF FINANCIAL INSTRUMENTS

The fair value of a financial instrument is the amount at which the asset or obligation could be exchanged in a current
transaction between willing parties, other than in a forced or liquidation sale. Fair value estimates are made at a specific point
in time based on relevant market information and information about the financial instruments. Because no market value exists
for a significant portion of the financial instruments, fair value estimates are based on judgments regarding future expected loss
experience, current economic conditions, risk characteristics of various financial instruments, and other factors.

The following methods and assumptions were used to estimate the fair value of significant financial instruments:

Cash and Due from Banks - The carrying amount is a reasonable estimate of fair value.

Federal Funds Sold - Federal funds sold are for a term of one day, and the carrying amount approximates the fair value.
Investment Securities - The fair values of securities available-for-sale equal the carrying amounts, which are the quoted market
prices. If quoted market prices are not available, fair values are based on quoted market prices of comparable securities. The
carrying value of nonmarketable equity securities approximates the fair value since no ready market exists for the stocks.
Loans Receivable - For certain categories of loans, such as variable rate loans which are repriced frequently and have no
significant change in credit risk, fair values are based on the carrying amounts. The fair value of other types of loans is
estimated by discounting the future cash flows using the current rates at which similar loans would be made to borrowers with
similar credit ratings and for the same remaining maturities.

Deposits - The fair value of demand deposits, savings, and money market accounts is the amount payable on demand at the

reporting date. The fair values of certificates of deposit are estimated using a discounted cash flow calculation that applies
current interest rates to a schedule of aggregated expected maturities.
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NOTE 23 - FAIR VALUE OF FINANCIAL INSTRUMENTS - continued

Federal Funds Purchased - The carrying amount is a reasonable estimate of fair value because these instruments typically
have terms of one day.

Note Payable - The carrying amounts of variable rate notes are reasonable estimates of fair value because they can be repriced
frequently.

Junior Subordinated Debenture — The carrying value of junior subordinate debentures is a reasonable estimate of fair value
since the debentures were issued at a floating rate.

Advances from Federal Home Loan Bank - The carrying amounts of variable rate borrowings are reasonable estimates of fair
value because they can be repriced frequently. The fair values of fixed rate borrowings are estimated using a discounted cash
flow calculation that applies the Company’s current borrowing rate from the Federal Home Loan Bank.

Accrued Interest Receivable and Payable - The carrying value of these instruments is a reasonable estimate of fair value.
Off-Balance-Sheet Financial Instruments - In the ordinary course of business, the Company enters into off-balance-sheet

financial instruments consisting of commitments to extend credit and letters of credit. These financial instruments are recorded
in the financial statements when they become payable by the customer.

The carrying values and estimated fair values of the Company’s financial instruments as are as follows:

December 31,
2006 2005
Carrying Estimated Carrying Estimated
Amount Fair Yalue Amount Fair Value
Financial Assets:
Cash and due from banks $ 2,162,024 $ 2,162,024 $ 2,258,817 $ 2,258,817
Federal funds sold 2,243,872 2,243,872 387,955 387,955
Securities available-for-sale 6,191,346 6,191,346 6,078,990 6,078,990
Nonmarketable equity securities 507,892 507,892 447,792 447,792
Loans receivable 64,058,193 64,360,446 58,586,129 58,030,137
Accrued interest receivable 485,846 485,846 413,002 413,002
Financial Liabilities:
Demand deposit, interest-bearing
transaction, and savings accounts 27,970,130 27,970,130 32,155,548 32,155,548
Certificates of deposit and
other time deposits 16,782,121 36,782,121 26,542,347 26,623,109
Federal funds purchased - - 50,000 50,000
Junior subordinated debenture 3,093,000 3,093,000 - -
Note payable - - 1,050,000 1,050,000
Advances from Federal Home Loan Bank 6,530,000 6,515,903 5,250,000 5,207,878
Accrued interest payable 360,996 360,996 268,415 268,415
Notional Estimated Notional Estimated
Amount Fair Value Amount Fair Value
Off-Balance Sheet Financial Instruments:
Commitments to extend credit $ 17,014,117 $ - $ 15,846,973 $ -
Letters of credit 20,000 - 45,000 -
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REGIONAL BANKSHARES, INC.

Notes to Consolidated Financial Statements

NOTE 24 - REGIONAL BANKSHARES, INC. (PARENT COMPANY ONLY)

Presented below are the condensed financial statements for Regionat Bankshares, Inc. (Parent Company Only).

Condensed Balance Sheets

Assets
Cash
49.038
Investment in banking subsidiary
Investment in trust
Other assets

Total assets
Liabilities
Note payable

Junior Subordinated Debenture
Other

Total liabilities
Shareholders’ equity
Total liabilities and shareholders’ equity

Condensed Statements of Income

Income
Dividend income from banking subsidiary
Interest Income

Total income
Expenses

Interest expense
Other expenses

Total expenses
Loss before income taxes and equity in
undistributed earnings of banking subsidiary
Income tax benefit
Equity in undistributed earnings of banking subsidiary

Net income

46-

December 31,

2006 2005
$ 59,156 $
9,064,705 6,534,292
93,000 -
136.101 73,016
§ 9352962 8§ 6,656,346
b - $ 1,050,000
3,093,000 -
10,413 18,764
3,103,413 1.068.764
6,249,549 5,587,582
§ 9352962 §_ 6,656,346

Year ended December 31,

2006 2005

8 105000 § -

4,675 -

109,675 -
(178,894) (67,004}
4,562 (53,120)
{174,332) (120,124)
{64,657) (120,124)

62,773 44,417

488,033 557,755




REGIONAL BANKSHARES, INC.

Notes to Consolidated Financial Statements

NOTE 24 - REGIONAL BANKSHARES, INC. (PARENT COMPANY ONLY} - continued

Condensed Statements of Cash Flows

Cash flows from operating activities:
Net income
Adjustments to reconcile net income
to net cash used by operating activities:
Equity in undistributed earnings
of banking subsidiary
Deferred income tax provision
Decrease in other liabilities
Decrease (Increase) in other assets

Net cash used by operating activities

Cash flows from investing activities:
Transfer of capital to the Bank
Investment in trust

Net cash used by investing activities

Cash flows from financing activities:
Proceeds from note payable
Repayments of note payable
Proceeds from issuance of junior subordinated debenture
Proceeds from exercise of stock options
Proceeds from exercise of stock warrants

Net cash provided by financing activities
Increase in cash
Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year

-47-

Year ended December 31,

2006 2005

$§ 486,149 § 482,048
(1,488,424) (557,755)
(62,773) (44,417)
(8,351) (17,129)

(312) 31,296
(1.073.711) (105.957)

(1,000,000} .

(93,000) -

(1.093.000) -

- 50,000

(1,050,000) .

3,093,000 -

15,585 43,342

118,244 19,000

2.176.829 112,342

10,118 6,385

49,038 42,653

s 59156 S 49,038




Community Involvement

At Heritage Community Bank, we are always looking to extend a helping hand to our wonderful
communities we serve, Just another extension of our total service. During 2006 we supported the
following with our time or monetary contributions.

Coker College Cobra Club

Clyde Church of God - Home for Children
McBee High School Athletics

Cap’s Tennis Shop - Tournament Sponsorship
Robert E Lee Athletics

Darlington County Public Defender Charities
Hartsville Civitan Club

American Legion

Hartsville Northern League

McBee Lions Club

Chesterfield Co Sheriffs Department
Emmanual Christian School

Coker College

Hartsville Heritage Foundation
Darlington County Humane Society
Junjor Acheivment

Kiwanis Club of Hartsville

Kershaw County Board of Disabilities
Easter Seals of the Pee Dee

Hartsville Community Concert Association
Carolina Elementary School Foundation
World Vision

Boy Scouts of America

Good Samaritan Colony

SC Independent Living Council
Palmetto Rage Fast Pitch

Hartsville Middle School

Hartsville Civic Chorale

Coker College Atheletics

Pilot Club of Hartsville

Nationai Teach a Child to Save Day
Hartsville Lions Club

Hartsville Rotary Club

Camden Rotary Club

Forward Darlington County

YMCA - Turkey Trot 10K race

YMCA - Valentine's Dance

March of Dimes

Billie Hardee Home for Boys
Southeastern Baseball Classic

RenoFest Super Sponsor

United Way

Hartsville National Dixie League
American Heart Association

Hartsville High School Athletics
American Diabetes Association

Red Cross Blood Drive

American Cancer Society

Hartsville High Academic Booster Club
Relay for Life

Muscular Distrophy Association

McBee High girls golf team
Montessori School of Camden

REGIONAL BANKSHARES, INC.




Growing and Serving
Your Communities.
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Building Your Community

Tony’s Fireside Grill
continues the revitalization
of South Fifth Street in Hartsville.

| : McLeod Farms ot F
continues to build and expand -
the family business in McBee.

The Midnight Rooster
leads the way for
successful

restoration in

historic downtown
Hartsville.

Babcock’s beautiful new facility
sets the standard on South Fourth
Street in Hartsville.

REGIONAL BANKSHARES, INC.




Building Your Bank

Main Office |
206 South Fifth Street
Hartsville

McBee Branch
7 North Seventh Street
McBee

Camden Branch
2220 West DeKalb Street
Camden

Operations Center
125 Westfield Street
Hartsville

“Operations Center ....-.

REGIONAL BANKSHARES, INC.




Regional Bankshares, Inc. & Board of Directors
Heritage Community Bank

Goz Segars Curtis A. Tyner, 5r.
President President & CEQ
. G. Graham Segars & Sons, Inc. Regional Bankshares, Inc.é&
Bank Officers Heritage Community Bank
& Managers

G. Badger Baker
Vice President,
Investment Representative

T. James Bell, Jr., MD
Family Practitioner
The Medical Group

Francine P. Bachman
4 Retired
q School Teacher

Darrell Cassidy
Vice President,
Loan officer

Kathy J.Cothran
Vice President,
HR/Administrative Assistant

B. Howard Frye
Senior Vice President,

. B Peter Collin Coggeshall, fr.
Senior Credit Officer

Retired Vice President
.| Administration
- | Senoco Products Company

Terry M. Hancock,

Partner

Sheheen, Hancock & Godwin,
LLE, CPA

Director -

Heritage Community Bank

N. Wayne Helms
Senior Vice President,
Consumer Lending

Kaye Johnson
Branch Manager

J. Richard Jones
8 Attorney & Partner
Stanton & Jones

“*d Franklin Hines

President & CEQ

Hines Funeral Home, Inc.
Hines Enterprises, Inc.

Shannon R. Morrison
Vice President - Cashier

Kaye R. Redding
Vice President,
Loan Administration

James P. Stock
Vice President,

Loan Officer Woody Morgan, DVM Gill Rogers
Golf Course Developer Partner
Camden Office: Retired Veterinarian Rogers Brothers Farms

Adelia Owens
Branch Manager &
Loan Officer

McBee Office:

Patricia M. West
Retired
School Teacher

Howard W. Tucker, jr., OD

Sandra A. DuBois Retired Optometrist
Branch Manager &

Loan Officer

Beverly M. Raley
Assistant Branch Manager &
Consumer Lender
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